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THIS MONTH 


NOTHER volume ending, and 

what a span of history 1942 has 
compassed? Some sizable insurance 
wars have gone along apace with the 
global conflict. We hope 1943 will 
see a world better regulated and at 
peace—governmentally, economically, 
commercially ¢ The mid-year meeting 
of the National Association of Insur- 
ance Commissioners was alive with in- 
terest and the many important deci- 
sions reached by that group are cov-, 
ered fully in our account of the con- 
vention e For sometime we have been 
trying to persuade Professor C. A. 
Kulp, university teacher and author of 
widely used books on casualty insur- 
ance, to write an article for us. He 
comes up in this issue with comments 
and questions about Prevention Serv- 
ice rendered by companies. He is an 
independent thinker and you may not 
always agree with him — but there 
is solid merit in his observations. The 
Kulp article beginning on page 9 is a 
stimulating piece of work e William J. 
Claussen tells of insurance needs from 
the viewpoint of the credit man and 
furnishes disturbing evidence that busi- 
ness management can easily overlook 
coverages vital to everyday needs e 
A second educator who adorns our 
pages this month is Professor Ralph 
H. Blanchard of Columbia University. 
His presidential address to the Casu- 
alty Actuarial Society on ‘The Casu- 
alty Actuary and Social Insurance’ 
was, we thought, a most excellent dis- 
cussion of a much neglected subject 
e Reports of conventions and news fill 
out what we hope you will think is 
a good issue. 


NEXT MONTH 


RIORITIES are reaching in on the 

editorial field, and promises of fu- 
ture contents may be difficult to keep. 
Articles on Insurance in Relation to the. 
War Industry are the most popular 
now and we have some fresh material 
being prepared in that line. We are 
tempted to inquire — what do our 
readers want? And if this brings crit- 
icism we shall try to remember that 
we asked for it. 
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is that the business of planning for the best of 

possible futures for insurance should not be neg- 
lected in the time of war. This may seem a hard task, 
because the industry does not deal as such with much 
that is tangible or which is susceptible of on-the-spot 
improvement. In other fields the auto companies and 
airplane manufacturers are staying up nights to fur- 
nish the public with projected designs for new cars 
and planes. Air conditioning everywhere and kitchen 
equipment de luxe, to say nothing of plastic miracles 
of building material, and prefabricated houses are said 
to be just around the war’s corner. Gadgets to help 
boom post war business are in the blueprint stage, new 
chemicals and processes are all but bursting from lab- 
oratories and 100 octane gas to yield 30 miles to the 
gallon is already an accomplished fact, if one could get it. 


A\ iss that the frequently expressed in these days 


What can the insurance business boast of in com- 
parable directions. Nothing much yet. Its particular 
brand of standpatism still takes on an aspect of stub- 
born immobility. We suppose there may be some good 
explanation for this static state, but even if the ex- 
planation is good, the condition is bad. Why should 
insurance refuse to move when most everything else 
is on the run forward? It is often answered that in- 
surance funds are held in trust and therefore no sudden 
innovations should be introduced in handling someone 
else’s money. But the argument has become so over- 
worked that- the policyholders’ interests are wrapped in 
outworn traditions that are detrimental to modern needs. 


When it takes fifty years to change a few clauses 
in the standard fire policy, when progress is bogged 
down by the old rating methods in many jurisdictions, 
when selfishness too often strangles service, when this 
or that ancient system or routine puts too much em- 
phasis on “what can we make out of it,” when hours 
of debate in official circles, mostly on matters of minor 
significance, result in decisions on important problems 
based on too little thoughtful consideration — is the 
situation hopeless? 


It could seem so, and especially to the old timers, it 
may look like that’s the way the insurance business 
is, and nothing can be done about it. But we. refuse 
to be thus dated. At any rate there is no harm in 
looking around for signs of new things arising out of 
the present turmoil. Some suspect that the best of 
what is to come may be resident in things now hap- 
pening which are making little noise. Yet other ob- 
servers put first on the list the investigation now going 
on in Atlanta whereby many old unfairly discrimina- 
tory insurance practices which became customs are about 
to be grilled. The thought of this action is indeed be- 
ginning to show a disturbing effect in certain direc- 
tions. Perhaps the future will be profoundly influenced 
as in the case of the Armstrong investigation. This 
latter famous incident resulted in nearly all life com- 
panies going mutual. The public could hardly expect 
to get such a break in'the fire and casualty business ; 
but most likely things will change much for the better. 
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If Atlanta has alarmed insurance officials, the war 
damage prospect has run a good second. What if the 
Federal Government should find the insurance busi- 
ness so pleasant that those Washington fellows will 
want to stay in it? Well, we hardly think that will 
happen if the business arises to its responsibilities. A 
more likely effect will be a gradual development of 
better service to the policyholder in order to prove 
that the private carriers had been intending to make 
desirable changes all along, and have just now got 
around to it. 


Both the mutual and the stock agents recently have 
had lively national meetings. The latter demanded, 
and got, a new constitution liberalizing control of the 
group and went home full of fresh laid ideals. May 
prosperity attend those who find it possible to keep 
the faith. The mutual agents looked a lot of facts in 
the face and came out enthused and smiling. They can 
contribute a great deal to the future by continuing 
their attitude of wanting to be progressively different 
from the common run. 


There is a significant note, too, in the following 
excerpt from a feature article in the New York Jour- 
nal of Commerce: 


“The system followed in the majority of states results 
in frequent changes in the commissionership, to the detri- 
ment of the people of those states and of the insurance 
companies. It is no reflection on any commissioner to say 
that while he was a novice, learning the duties of his office, 
he was not as competent as he is after he has learned them, 
or that he would be still more competent in a second or 
third term when he had gained experience and dealt with 
all sorts of knotty problems. 


“Among good suggestions made by the Temporary Na- 
tional Economic Committee in its final report after it had 
investigated the life insurance business, none was sounder 
than the following: 

“*The tenure of office of the insurance commissioner should 
be increased substantially and, in so far as possible, com- 
petent commissioners should be retained in office regardless 
of political affiliation.’ 

“The recent report of the Chamber of Commerce of the 
United States on special State insurance taxes and fees 
collected in 1940, shows that the insurance companies paid 
the States more than $113,800,000 that year, and of this 
amount 95.37 per cent was used for general revenue. The 
remainder, $5,272,831 was used for the maintenance of the 
State Insurance Departments. 

“For that amount of money the policyholders of insur- 
ance companies, who really paid it as part of their premi- 
ums, are entitled to have the insurance companies com- 
petently supervised. Such supervision can be given only by 
officials who have had experience and have staffs composed 
mainly of persons who have proved their ability to perform 
their duties well. Of course, every insurance department 
staff must have some apprentices, but the retention of able, 
experienced members is essential to the best supervision.” 


N the side of important happenings that have 

made little noise may be prominently mentioned 
the formation of the new Institute offering a course 
in higher insurance education leading to the degree 
of C.P.C.U. This project came about after a long 
series of meetings of representatives of the upper 
councils of the business generally. It calls for three 
to four years of study of collegiate grade and is the 
outgrowth of a mounting realization that the produc- 


(Continued on next page) 
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tion and technical forces of insur- 
ance companies need to know more 
about the foundations of their work. 
The professors who initiated and 
put the idea through are definitely 
a part of a movement which will 
bring large benefit to the insurance 
future. Added to their efforts are 
the presentations by mutual and 
other groups of new short courses 
designed to reach the large field of 
those actively at work but ready to 
study nights and spare time to im- 
prove their store of knowledge. In 
due season many will be able to 
explain even the coinsurance clause 
and define schedule rating. 

Still we wish progress, over all, 
were not so slow. If we are to have 
the new cars and planes and plastic 
marvels to enjoy after the world 
is again free, why not completely 
streamlined insurance policies, super- 
duper service and companies so 
stoutly efficient that no one need 
think of the government taking over ? 
Now is the time to plan these things 
— and we know they are being 
planned in some quarters. But the 
resistance to letting loose of long 
enjoyed special privileges is_ still 
strong. As the war was a few 
months ago, conditions had to get 
worse before they could become bet- 
ter. Allow us to suggest that now 
would be an unfortunate time for 
insurance conditions to become 
worse, for millions of policyholders 
have been made to wonder just where 
their best interests lie — and the 
answer can be nothing less than a 
wholesale discarding of old barnacles 
and the substitution of a compre- 
hensive program in the public in- 
terest. 

« * « 


New Book on Planned Sales 


W. C. COUSINS OF THE AETNA LIFE, 
WHO FOR MANY YEARS HAS BEEN IN 
close contact with disability produc- 
ers in every state, has just written 
a sales book entitled “Accident and 
Health Insurance — Planned Sales- 
manship.” The author, who spends 
most of his time on the road ap- 
pointing agents, has packed the 
wealth of his experience into this 
volume. 

When writing the book the au- 
thor had three objectives — to pro- 
vide a thorough working knowledge 
of disability; to help the salesman 
sell more intelligently and effectively ; 
and to make it possible for the sales- 
man to realize the maximum results 
of his efforts. 

The book, which incorporates some 
of the best selling methods in its 
pages, is published by the National 
Underwriter Co., 420 E. Fourth St., 
Cincinnati. It is priced at $3.00. 
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Items Concerning What Is Going 
On In The Insurance World 


Miscellany 

WOODEN M.AN-HOLE COVERS HAVE 
BEEN DEVELOPED BY OFFICIALS OF LOS 
Angeles County as a wartime con- 
servation measure — In normal times 
approximately 414 million persons 
annually are taken into the coun- 
try’s traffic courts — The United 
States is the greatest milk-produc- 
ing nation in the world; India sec- 
ond — A cubic mile of ocean water 
contains four million tons of mag- 
nesium—The War Production Board 
in a recent simplification program re- 
duced builders’ hardware lines from 
27,000 to 3,500 items — According 
to the FBI a major crime was com- 


mitted every 20.6 seconds during 
1941 — It is almost certain that 


1942 will produce the lowest Con- 
gressional death rate in the past 28 
years — Census bureau figures re- 
veal that confectionery sales dropped 
from almost 600 million dollars in 
1929 to about 300 million dollars in 
1939 — Approximately 1500 people 
die in the United States each year 
as the result of accidental poisoning. 
& 2 * 


Atlanta Subpoenas for Fire 


Insurance Records Withdrawn 

THE ANTI-TRUST DIVISION OF THE 
UNITED STATES DEPARTMENT OF JUS- 
tice has abandoned, at least for the 
present, its plan to require produc- 
tion before a lederal grand jury 
at Atlanta of the hooks and records 
of a number of stock fire insurance 
companies and rating organizations. 
Subpoenas requiring the production 
of the documents were issued some 
weeks ago, the intention having been 
to use them in seeking indictments 
of the stock fire insurance organiza- 
tions for conspiracy to violate the 
l‘ederal anti-trust statutes, but on 
December 14 the subpoenas were 
withdrawn, 

The South-Eastern Underwriters 
Association, its officers and mem- 
bers, already have been indicted on 
this charge, and motions on their 
behalf to quash the indictment will 
be heard on January 13 before United 
States District Judge FE. Marvin 
\'nderwood at Atlanta. 

After the subpoenas had been is- 
sued several months ago the stock 


fire insurance organizations filed mo- 
tions to quash them. (n Novem- 
ber 13 Judge Underwood issued an 
order directing the anti-trust divi- 
sion of the U. S. Department of 
Justice to show cause why the sub- 
poenas should not be quashed, and 
set December 14 as the date for a 
hearing on the question. When the 
anti-trust division attorneys appeared 
on December 14 it was agreed that 
the subpoenas would be withdrawn 
and the motions filed by attorneys for 
the insurance organizations would 
also be withdrawn. Judge Under- 
wood then set aside his “show cause”’ 
order. The Federal attorneys said 
they have no present intention of 
seeking further subpoenas. 

The question which it had been 
expected would be argued at the 
December 14 hearing was whether 
insurance comes within the Federal 
jurisdiction, in view of the long-held 
position of the Supreme Court of 
the United States that insurance is 
not commerce and is therefore not 
subject to Federal regulation. The 
expectation is that this same point 
will be the basis of efforts of insur- 
ance attorneys to have quashed at the 
coming January 13 hearing the in- 
dictment which has been returned 
against the South-Eastern Under- 
writers Association. 

* * e 


November Fire Loss Up 
1.35 Per Cent 


FIRE LOSSES IN THE UNITED STATES 
DURING NOVEMBER TOTALED $24,144,- 
000 — an increase of $322,000 or 
1.35 per cent above the figure re- 
ported for the same month last year 
— according to preliminary esti- 
mates of the National Board of Fire 
Underwriters. The November gain 
was the first increase since Febru- 
ary and followed eight successive de- 
creases. 

Losses in the United States in the 
first 11 months of 1942 totaled $278,- 
380,000, a decrease of 4.36 per cent 
from the total in the corresponding 
period of 1941. 

Losses for each month of 
and 1941 and for the 


1940 
first eleven 


months of 1942 are shown in the fol- 
lowing table: 

















1940 1941 1942 

Jan. $ 36,260,650 $ 26,470,000 $ 35,565,000 
Feb. 34,410,250 26,102,000 30,819,000 
Mar. 29,788,800 31,471,000 30,505,000 
Apr. 26,657,190 29,330,000 27,960,000 
May =. 23,446,590 = 25,637,000 23,233,000 
June = 19,506,000 24,943,000 22,410,000 
July 20,322,800 23,698,000 21,000,000 
Aug. 20,722,100 24,122,000 19,680.000 
Sept. 21,198,000 24,668,000 20,443,000 
Oct. 22,091,140 30,833,000 22,621,000 
Nov. 23,449,000 23,822,000 24,144,000 
Total 

11 

mos. $277,852,520 $291,096,000 $278,380,000 
Dec. 28,617,000 FR BOLMME  vvceretccawn 
Total 

12 


mos. $306,469,520 $322,357,000 


Missouri Approves Reduction 
in Compensation Rates 


SUPERINTENDENT OF INSURANCE, 
EDWARD L. SCHEUFLER OF MISSOURI 
announces the approval by him, fol- 
lowing a public hearing on Novem- 
ber 24, of a general revision in work- 
men’s compensation rates to become 
effective December 31, 1942, on new 
and renewal business. 

This revision is representative of 
a 2 per cent over-all reduction be- 
neath the existing level of rates 
which, on the basis of the latest avail- 
able premium writings for Missouri, 
will result in a saving to Missouri 
employers of approximately $216,000. 


Pink Named President of 
Hospital Plan 


ASSOCIATED HOSPITAL SERVICE OF 
NEW YORK HAS ANNOUNCED THE 
election of Louis H. Pink, New York 
State Superintendent of Insurance 
since 1935, as president. The or- 
ganization protects 1,300,000 New 
Yorkers against unforeseen hospital 
bills. 

Mr. Pink has been connected with 
the State Insurance Department for 
10 years and has been Superintend- 
ent of Insurance for seven and one- 
half years. He has been treasurer 
fo the New York Child Labor Com- 
mittee for many years. He was ap- 
pointed to the State Housing Loard 
in 1927 by Governor Alfred E. Smith 
and later became chairman of the 
board. He has been a member of 
the New York City Board of Edu- 
cation and of the New York City 
Housing Authority. 

Although born in Wisconsin, Mr. 
Pink has spent most of his life in 
New York. While practicing law 
in Brooklyn in his early years, his 
chief interests were welfare or pub- 
lic-spirited enterprises. He was 
“head worker” of the United Neigh- 
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LOUIS H. PINK 


Announces retirement as New York Super- 
intendent to head non-profit hospital plan. 


borhood Guild, a combination of 
Brooklyn Settlements, for three 
years, and was for many years a di- 
rector of the People’s Institute of 
Brooklyn. He was a member of the 
board of directors of the Brooklyn 
Chamber of Commerce and chairman 
of the educational committee. He is 
the author of two books — “The 
New Day in Housing,” the first book 
on American housing conditions, with 
an introduction by Alfred E. Smith, 
and a biography of Mayor Gaynor. 
He received an honorary Doctor of 
Laws degree from his alma mater, 
St. Lawrence University, and an 
honorary Doctor of Humanity De- 
gree, from Lincoln Memorial Uni- 
versity. He is chairman of the board 
of the National Public Housing Con- 
ference, member of the executive 
committee of the National Associa- 
tion of Insurance Commissioners and 
vice chairman of the board of Trus- 
tees of St. Lawrence University. 


University Teachers Cancel 


Annual Convention 

THE ANNUAL MEETING OF THE 
AMERICAN ASSOCIATION OF UNIVER- 
sity Teachers of Insurance, which 
was to have been held in Cleveland 
during the last week of December, 
has been canceled. Association sec- 
retary Dr. C. A. Kline of the Uni- 
versity of Pennsylvania, in notify- 
ing members of the cancellation, 
stated that the Executive Committee 
made the decision after polling the 
membership of the group. It is un- 
derstood that the Association will 
attempt to secure papers on impor- 
tant topics and publish them as 1942 
proceedings. 
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Estimate 10% Decrease in 
1942 Farm Fire Loss 


\ REDUCTION OF $10,000,000 IN 
THE FARM FIRE Loss IN 1942 ovER 
the 1941 loss was seen by farm and 
rural fire protection authorities meet- 
ing in Chicago on November 30. The 
Farm Fire Protection Committee of 
the National Fire Protection Asso- 
ciation and the Agricultural Commit- 
tee of the National Fire Waste 
Council held a joint meeting in Chi- 
cago to discuss farm and rural fire 
prevention in the war emergency. 
Dr. V. N. Valgren reporting for the 
Committee on Farm Fire Losses 
stated that reports on the 1942 losses 
for the first ten months of the year 
indicated that the farm fire loss 
would be at least 10 per cent under 
that for 1941. On this basis the 
Committee set an estimate of $80,- 
000,000 as the probable 1942 farm 
fire loss. This figure includes only 
the losses on farms and does not in- 
clude rural losses which are not on 
farms. It was estimated by the Com- 
mittee that the losses in rural com- 
munities exclusive of farms would 
amount to at least an additional $80,- 
000,000. The importance of the farm 
and rural fire losses to the country 
can be seen from the fact that it 
amounts to over half of the total fire 
loss for the United States. Dr. Val- 
gren reported that the Eastern and 
Northeastern States were showing 
the biggest reductions in fire losses 
on farms during this year. The West 
and Middle Western States also re- 
ported some reductions while the 
Southern and Southeastern States 
reported a slight increase. 

Those in attendance at the meet- 
ing expressed the hope that follow- 
ing the war emergency some of the 
fire-fighting apparatus which is now 
being provided by the Office of Civil- 
ian Defense to critical defense areas 
might eventually be located in rural 
communities. At the present time it 
is practically impossible for a rural 
community to secure a fire engine of 
any type. The apparatus being pro- 
vided to cities in defense areas by 
the Office of Civilian Defense is on 
loan to these cities and is still owned 
by the Government. This equipment 
might be a reservoir from which 
rural apparatus might be secured 
after the defense areas no longer 
need the quantities of apparatus 
which it is now felt to be necessary 
there. 

A feature of the meeting was the 
noon-day luncheon address of Reu- 
ben Brigham, in charge of the Ex- 
tension Service of the Department 
of Agriculture, on “Rural Fire Pre- 
‘vention in War Time.” 
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1.C.C. Report Analyzes 
Motor Truck Fire Losses 


AN INTERESTING AND COMPREHEN- 
SIVE REPORT WHICH ANALYZES IN 
considerable detail the accidents in- 
volving inter-state carriers in which 
fire occurred has just been issued by 
the Bureau of Motor Carriers of the 
Interstate Commerce Commission. 
The report, entitled “Motor Carrier 
Fire Accidents — 1940” discloses 
that there were 351 such accidents 
in which fire occurred out of a total 
of 13,554 accidents reported to the 
Commission. Thus, fire was involved 
in 2.6 per cent of all accidents. How- 
ever, 23 per cent of all property dam- 
age resulted from accidents in which 
fire was involved. The average fire 
accident resulted in a property dam- 
age of $3,713 compared with the 
average for all motor carrier acci- 
dents of $620 property damage per 
accident. 

A point of special significance 
brought out in the report is that the 
experience in connection with the 
smaller truckers has been more sat- 
isfactory than that of the large haul- 
ers. 

Recommendations included in the 
report are summarized below: 

1. The report implies that most 
of the collisions occurred as a re- 
sult of insufficient brakes. An im- 
provement in the maintenance prac- 
tices of carriers, particularly with 
respect to brakes, might therefore 
be expected to have a _ consider- 
able beneficial effect in the reduc- 
tion of fires directly traceable to 
collisions. 

2. Fires of the “Fire only” type 
are traceable to two principal causes, 
(a) tire fires, and (b) fires from ex- 
ternal sources, such as matches, cig- 
arettes, or other burning or smolder- 
ing objects coming on to the vehicle 
or lading, without the knowledge of 
the driver. 

The obvious way in which to pre- 
vent tire fires is to inspect frequently 
in the course of transit; to provide 
tires of proper size, properly inflated, 
with proper clearance between pairs 
of dual tires; and to replace worn 
tires before the state of deteriora- 
tion has been reached. 

Ladings such as cotton, straw, hay, 
and other materials of such charac- 
ter which are likely to be readily 
ignited by matches, cigarettes or 
other flaming or smoldering articles 
being thrown on them, should be 
covered by tarpaulins, or other suit- 
able protecting coverings. 

3. A large portion of the fires oc- 
curred at or forward of the cabs 
or power units. Some of these fires 
were traceable to accumulations of 
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combustible materials, such as grease, 
oil, or fuel under the hood, the ob- 
vious means for the prevention of 
such fires would be the maintenance 
of hoods, engines and all component 
parts under the hood, in clean con- 
dition continually. 


4. A portion of the fires were trace- 
able to electrical defects, such as 
shorts, grounds, exposure of bare 
wires to ready contact with other 
parts, loose wires, and wires badly 
fastened, or with fastenings too far 
apart to prevent swaying or move- 
ment. Maintenance of electrical 
parts such as to prevent the faults 
above described as well as others is 
earnestly recommended, and should 
form a part of every carrier’s main- 
tenance practices. 


C. W. Brown Heads 
Matual Organizations 


C. W. BROWN, PRESIDENT OF THE 
MERCHANTS MUTUAL CASUALTY COM- 
pany of Buffalo, New York, and 
president of the Association of New 
York State Mutual Casualty Com- 
panies, was elected president of both 
the National Association of Mutual 
Casualty Companies and of the Na- 
tional Association of Automotive 
Mutual Insurance Companies, at the 
recent meeting of the two organiza- 
tions held in New York City. 
John H. Brogan, president of the 
Exchange Mutual Indemnity Com- 
pany of Buffalo, New York, and 
Walter E. Otto, president of the 
Michigan Mutual Liability Com- 
pany of Detroit, were elected vice- 
presidents of the two Associations. 
Since much of the membership of 
the two groups overlaps it was 
decided to elect common officers 
although there has been no move 
toward combining the organizations. 





Cc. W. BROWN 


Named President of Mutual Casualty 
and Automotive Groups 
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McLoughlin To Leave 
New York Department 


DEPUTY SUPERINTENDENT OF IN- 
SURANCE EDWARD MC LOUGHLIN WILL 
leave the New York Department at 
the end of his term to become Gen- 
eral Counsel for The North British 
and Mercantile Insurance Company, 
of which Cecil F. Shallcross is 
United States Manager. Mr. Mc- 
Loughlin is the Deputy in Charge 
of the New York Office and has 
been with the Department for twelve 
years. During that time he has 
served in various capacities under 
three Superintendents. 


In announcing the contemplated 
resignation, Superintendent Louis H. 
Pink said: “Mr. McLoughlin’s go- 
ing is a real loss to the Department. 
He came here twelve years ago as 
a young lawyer from the office of 
Judge Albert Conway. In addition 
to having charge of the New York 
Office and acting as trial Deputy, 
all matters having to do with fire 
insurance have cleared over his desk. 
He has handled some of the most 
difficult problems of recent years. 
Among these are the investigation 
into the rating practices of the com- 
pensation companies and a compre- 
hensive study of fire rates. He has 
also assisted materially in the efforts 
of the Department to make war dam- 
age insurance effective and extend 
the coverage of the companies so 
that the public will receive proper 
protection. Fortunately, Mr. Mc- 
Loughlin’s experience and_ ability 
will not be lost in the new position 
which he is undertaking.” 


Supreme Court Rules on 
Impounded Premiums 


THE UNITED STATES SUPREME 
COURT ON DECEMBER 7 DECLINED TO 
review a petition by 139 stock fire 
insurance companies involved in the 
long-pending Missouri fire insurance 
rate controversy for a review of the 
decision which ordered the distribu- 
tion to policyholders of $8,000,000 
impounded in the Federal District 
Court at Kansas City. 

The impounded funds represent 
premiums at increased rates collected 
by the carriers pending a settlement 














as to the validity of the higher tariff. 
The distribution of these funds was 
ordered by a three-judge Federal 
court at Kansas City and by the 
Eighth Federal Circuit Court of Ap- 
peals. 

In their petition the companies 
pointed out that the Supreme Court 
on October 12 had agreed to review 
a contempt of court conviction of 
Thomas Pendergast, former Missouri 
Democratic political figure; Emmett 
©’Malley, former Superintendent of 
Insurance of Missouri, and A. L. 
McCormack, St. Louis agent, on 
charges that they fraudulently ob- 
tained a court order awarding the 
$8,000,000 to the stock fire insur- 
ance companies. This order was later 
set aside. 

The petition contended that since 
the Court has just granted certiorari 
to review the action of the lower 
court in punishing the three living 
perpetrators of the fraud, it should 
also grant certiorari to review the 
judgments of the same lower courts 
punishing the innocent petitioners by 
denying them the right to a decision 
as the ownership of the $8,000,000. 
The petition also pointed out that the 
Circuit Court had acted without 
ever deciding and refusing to decide 
whether the increase in rates were 
lawful or not. 

e 6 * 


Buyers Survey War’s 
Effect On Insurance 


THE WARTIME RELATION BETWEEN 
INDUSTRY AND INSURANCE, THE 
knottier problems which are being 
encountered, and the probable future 
of fire insurance and casualty insur- 
ance in view of wartime develop- 
ments were designed to be the sub- 
jects up for discussion at the War- 
time Insurance Conference of the 
insurance section of the American 
Management Association, held Dec. 
8-9 at Chicago’s Drake Hotel. Crit- 
icism of fire insurance and casualty 
insurance, by spokesmen from both 
within and without the business, 
proved instead to be the backbone 
of the two-day program, 

The Conference’s theme was set 
by the first speaker at the opening 
session — Chase M. Smith, Chicago, 
general counsel of Kemper Insur- 
ance — who pointed to the neces- 
sity for more progressive action if 
private insurance, especially fire in- 
surance, is to survive a long war. He 
held that fire insurance organiza- 
tions are slow to meet changing con- 
ditions, and pointed to the difficul- 
ties which have been experienced in 
modernizing the standard fire in- 
surance policy. He held it signifi- 
cant that, in states where no statu- 
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tory form of fire insurance policy is 
required, the practice of fire insur- 
ance companies generally is to use 
the least modern policy — the old 
New York contract. He pointed out 
that large risks have been able to 
secure more modern coverage than 
small ones, because of the pressure 
of competition, and that this is an 
entirely undesirable situation. He 
recommended the example of the 
casualty insurance companies in mod- 
ernizing their coverages and con- 
tracts. The contention often ad- 
vanced — that modernizing the 
standard fire insurance policy would 
require junking the body of legal 
decisions which have grown up 
around its provisions over many 
years — he rejected as unimportant, 
pointing out that most of the deci- 
sions work to the disadvantage of 
the fire insurance carriers, 

Edward C. Stone, United States 
genera! manager of the Employers 
Liability Assurance Corp., Ltd., saw 
fit to make significant comment upon 
the acquisition cost problem in the 
casualty insurance field. He raised 
the question of whether govern- 
mental supervision of insurance rates 
should not be confined to regulation 
of pure premium — the loss cost — 
leaving the companies free to com- 
pete upon a rate basis which could 
be varied according to the individual 
company’s expenses. Under such a 
system, presumably, the producer’s 
fee or commission could be a matter 
of agreement between him and the 
policyholder, a situation which now 
exists in connection with insurance 
upon certain risks in which the Fed- 
eral government is interested. 

Harry L. Grider, Chicago, manager 
of the Western Factory Insurance 
Association, described some of the 
fire hazards now being encountered 
in large risks engaged in war pro- 
duction. He commended the work 
which is being done by insurance’s 
National Bureau for Industrial Pro- 
tection, and held that fire insurance 
generally is doing a good technical 
protection job — there have been 
few really big losses and little or 
no sabotage. He stressed the need 
for temporary fire protection while 
plants are being constructed, pointing 
out that simply because a plant will 
be fire resistive when completed is 
no indication that it is fire resistive 
while building. 

James W. Close, Washington, as- 
sistant general counsel of the War 
Damage Corporation, essayed to de- 
scribe the operations of that organi- 
zation in furnishing insurance against 
war damage, and to explain the rea- 
sons why its operations are con- 
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Long Island College of 
Medicine 


FIFTY-NINE PHYSICIANS, NURSES 
AND INDUSTRIAL OBSERVERS FROM SIX 
states were registered for the two 
week post-graduate course in indus- 
trial medicine sponsored by the Long 
Island College of Medicine held Nov- 
ember 2-13. 


The course, which was under the 
direction of Dr. Thomas D. Dublin, 
associate professor and head of the 
Department of Preventive Medicine 
and Community Health, and Alfred 
Rk. Crawford, assistant to the Dean, 
consisted of lectures, seminars and 
clinics. The lectures took place at 
the college while the clinics were held 
in the medical departments of repre- 
sentative industrial concerns in the 
New York City area and in several 
agencies dealing with industrial med- 
ical problems. 

The first week of the course was 
devoted to study of the setup and 
operation of industrial medical de- 
partments, the technique of physical 
examinations, medical records, ab- 
senteeism, occupational diseases, com- 
pensation laws, community factors 
affecting the health of industrial 
workers and the relationship between 
physicians, management and labor. 

During the second week the course 
stressed instruction in prevention, 
diagnosis and treatment of common 
types ef industrial accidents and dis- 
eases, health and safety education, 
industrial hygiene and _ toxicology, 
traumatic surgery, nutrition among 
workers and civilian defense in rela- 
tion to industriak plants. 

The clinic program was organized 
so as to demonstrate and apply the 
material of each day’s lectures. The 
clinic on November 5 consisted of 
attendance at a hearing before the 
compensation appeal board in New 
York City, and a traumatic surgery 
clinic was held on November 13 at 
Reconstruction Hospital, New York 
City. During the period of the 
course other clinics were held at 
Merck & Co., Inc., Rahway, New 
Jersey; American Telephone and 
Telegraph Co., New York City ; Con- 
solidated Edison Company, New 
York City; Union Health Center, 
New York City; Procter and Gam- 
ble Company, Mariner’s Harbor, 
Staten Island; Nassau Smelting and 
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Refining Co., Tottenville, Staten Is- 
land; and American Cyanamid Com- 
pany, Calco Chemical Division, 
Bound Brook, New Jersey. 

Seven of the students enrolled for 
the course applied for placement as 
“interns” in medical departments of 
the industrial firms which offered 
their facilities for a month’s practical 
training. Four of them started their 
training on November 106. 

The firms where these “intern- 
ships” are being served are: :\mer- 
ican Cyanamid Company, bound 
Brook, New Jersey; |I.owe Paper 
Company, Ridgefield, New Jersey; 
and the Bell Telephone Laboratories, 
Consolidated Edison Company, and 
New York Telephone Company, New 
York City. 

Approximately one-half of those 
who enrolled for the post-graduate 
work were without industrial med1- 
cal experience and hoped through 
the course to prepare themselves to 
enter this field. Twenty of the stu- 
dents were already in full-time in 
dustrial service and ten were render- 
ing part-time service. ‘Thirty-three 
companies and agencies, many of 
them engaged in war _ production, 
were listed by students with indus- 
trial connections. 

Those responsible for the course 
believe that the new approach to 
industrial medical problems _ pre- 
sented in the lectures, seminars and 
clinics will be of value to those who 
enrolled. The sponsors feel that if 
the training given helps to reduce 
absenteeism and improve the health 
of industrial workers, even in a 
small degree, the course has rendered 
a worthwhile service at a most crit- 
ical time. 

The College may offer a similar 
course in the Spring of 1943. 

6 e * 


Lumbermen’s 30th 
Anniversary Dinner 


A DINNER COMMEMORATING THE 
30TH ANNIVERSARY OF ITS FOUNDING 
was given by the LLumbermens Mu- 
tual Casualty Company at the Chi- 
cago Club on November 25. 

The banquet, which was tendered 
by the Board of Directors for key 
members of the company’s staff was 
honored by the presence of such pub- 
lic figures as Governor Dwight H. 
Green of Illinois, Senator C. Way- 
land Brooks of Illinois, Representa- 
tive Ralph E. Church of Illinois and 
Silas H. Strawn, prominent Chicago 
attorney. 

Principal speaker at the dinner 
was C. M. Purmort, member of the 
Lumbermens’ Board, Chairman of 
the Board of Directors of the Cen- 
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tral Manufacturers’ Mutual Ins, Co. 
of Van Wert, Ohio. He presented 
president James S. Kemper with a 
watch and scroll from the directors 
of the company. 

we a * 


Coal Merchants Mutual 
Adds New Directors 


THE ELECTION OF THREE NEW DI- 
RECTORS TO THE BOARD OF THE COAL 
Merchants Mutual Insurance Com- 
pany of Albany, New York, was 
announced following the recent an- 
nual meeting of the policyholders of 
the company. The newly elected di- 
rectors are: W. ©. Lenihan, vice- 
president of Iaverack and Haines, 
Inc., Buffalo, New York; D. S. 
Rider, attorney of Albany, New 
York; and H. S. River of Delmar, 
New York. 

* * , 


May Transport Fellow 
Legislators for Pay 


PERMISSION TO ENDORSE AUTOMO 
BILE LIABILITY POLICIES ISSUED IN 
New Hampshire so as to permit 
members of the State Legislature to 
carry fellow legislators for pay, has 
been authorized by Insurance Com- 
missioner Arthur J. Rouillard. The 
Commissioner’s notification, which 
was sent to all companies writing 
automobile liability insurance in the 
state, approved the broadening of 
coverage without additional charge 
to the assured. 


“Smash The 7th Column 
Award’ 





T. V. Hartnett (right), president 
of the Brown & Williamson Tobacco 
Corp. of Louisville, Ky., is shown 
receiving the first “Smash the 7th 
Column Award” for an accident-less 
record of 12,077,468 man-hours — 
almost three years for 2,600 em- 
ployees — in the Petersburg plant 


of the company. The award was 
made by Clark E. Woodward (left), 
vice-president of the Liberty Mutual 
Insurance Co., which originated the 
national campaign to “Smash the 
7th Column,” the carelessness that 
causes accidents killing 102,500 and 
injuring 9,600,000 Americans annu- 
ally. The presentation was made on 
the Plantation Party broadcast over 
an NBC network. 
s = * 


October Traffic Deaths 
Down 49% 


TRAFFIC DEATHS IN THE UNITED 
STATES WERE 49 PER CENT BELOW 
those reported for the same month 
last year — the greatest drop in the 
nation’s history — according to stat- 
istics compiled by the National 
Safety Council. The 2,000 traffic 
deaths in October, it is reported, rep- 
resents a saving of 1,920 lives com- 
pared with October, 1941. 

The first ten months of the year 
brought a reduction of 27 per cent 
in the traffic toll from the same 
period last year — 23,290 fatalities 
against 31,820 last year, or a saving 
of 8,530 lives. 

The National Safety Council, in 
commenting on the downward trend 
in traffic deaths, said in part as fol- 
lows: 

“Travel figures for October are not 
yet available, but the record-breaking 
decrease in the October fatality total 
indicates an increased voluntary curtail- 
ment in travel for that month. 

“Travel during September was 23 
per cent below September, 1941, judg- 
ing from state gasoline consumption 
report to the United States Public 
Roads Administration. This 23 per 
cent drop was not as great as the 28 
per cent reduction shown for August, 
and this undoubtedly explains the simi- 
larity in fatality trends for August and 
September. Fatality reductions had been 
growing successively larger from month 
to month, so a greater decrease had 
been expected for September. 

“Mileage for the first nine months of 
the year has averaged 15 per cent be- 
low the comparable period in 1941. 

“It is the intention of the mileage 
rationing program to cut travel in half. 
At that level, motor vehicle deaths could 
be expected to drop to almost two-fifths 
of their 1941 totals. 

“As further evidence that increased 
curtailment of mileage and other shift- 
ing factors in the traffic picture were 
responsible for the low October death 
toll, it may be pointed out that this 
year’s October total was 11 per cent 
below that of September, whereas an 
8 per cent or 9 per cent increase is 
normal from September to October. 

“Inasmuch as mileage curtailment has 
grown progressively bigger as the year 
passes, it is undoubtedly true that the 
normal seasonal curve of motor vehicle 
fatalities will be sharply altered this 
year. The winter fatality peak will not 
materialize, even though winter travel 
mile for mile will be more hazardous 
than summer travel.” 
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Whose responsibility? Good advice as to method — bad example as to hazard. 
How Much Prevention Service 


Can Casualty Carriers Afford? 


By C. A. KULP 
PROFESSOR OF INSURANCE, 
WHARTON SCHOOL OF FINANCE AND COMMERCE, 
UNIVERSITY OF PENNSYLVANIA 


HE first and the principal pur- 

l pose of casualty, as of all, in- 
surance, is to indemnify, reim- 
burse for loss. In basic actuarial 
terms, insurance is a device for 
pooling funds out of which to pay 
for losses, not a device to prevent 
them. In fact, insurance is at least 
as much a business as an actuarial 
system and one of the major insur- 
ance developments of the last cen- 
tury has been the increasing em- 
phasis on its preventive possibilities. 
So successful have been the results 
for some hazards, as power plant 
and industrial accident, that there 
has developed an easy assumption, 
circulated even in high places, that 
the preventive possibilities of in- 
surance are not only great, they are 
boundless; that they are equally 
great for every casualty hazard ; that 
prevention walks hand in hand with 
insurance atid that engaging for the 
second means automatically enjoy- 





ing the benefits of the first. This 
view of insurance indeed is as un- 
realistic as to regard it simply as 
an actuarial tool. Whether indeed a 
prevention program is_ practicable 
for a hazard, and to what extent, 
depend on a number of important 
actuarial or technical and practical 
factors. ‘The factors that make a 
safety program possible, by the same 
token, define the approximate limits 
of the program. 

These considerations principally 
determine the practicable scope of 
insurer prevention activities: 

I The characteristics of the in- 

sured hazard. 

II The degree of insurer control 
of the insured risk. 

The size and related charac- 
teristics of the insured unit 
or risk. 


Ill 


The rating methods applied. 
The competitive situation. 
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Technical factors predominate. Of 
the five, the first three are almost 
exclusively technical, that is, inher- 
ent in the essential nature of insur- 
ance and of casualty hazards; the 
fourth is technical for the greater 
part also. Even the competitive sit- 
uation, as we shall see, is shaped to 
an extent greater than is commonly 
realized by technical considerations. 

What makes the question of pre- 
vention possibilities complicated is 
that these factors while real enough 
are not absolute quantities to be ex- 
pressed in formulae; they are not 
constants to be valued for once and 
thereafter taken for granted; they 
interact on each other with differ- 
ent hazards, at different times in 
quite different ways. To take a 
single over-simplified illustration, the 
competitive situation produces a new 
or a newly applied rating plan, such 
as retrospective rating. In turn the 
new rating plan, if it does what it is 
meant to do, brings about new com 
petitive alignments so that in turn 
still other changes in rating (or in 
any of the other factors listed) will 
have to be made to redress the com- 
petitive balance. 

It is common knowledge that the 
prevention activities of casualty com- 
panies have been most conspicuously 
successful in power plant, elevator 
insurance, and fleet automobile, more 
moderately successful in workmen’s 
compensation, least successful in in- 
dividual automobile liability insur- 
ance. What appear to be the con- 
trolling factors. 


IRST of all, the hazard, or 
source of loss, insured, varies 
widely’ among these insurances, par- 
ticularly in the relative importance 
in the total hazard of physical against 


non-physical, engineering as againsi 
personal or moral factors. ‘The 


greater the relative influence of phys- 
ical or engineering elements, the 
greater the possibilities of the pre- 
vention or safety program. The really 
amazing record of power plant un- 
derwriters, without refusing credit 
where credit is also richly due, may 
be traced principally to the happy 
fact that today safety can be built 
into power equipment at the factory. 
Here as always the factors are mul- 
tiple, and even this high level of 
safety would be largely cancelled if 
the equipment were turned over to 
careless or inefficient operating per- 
sonnel (this interacts with II and 
III of our list), but without the 
safety built in at the plant preven- 
tion activities on the personnel or 
operating side would be relatively 
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unsuccessful. Indeed, the most im- 
portant single reason why insured 
risks are not only well-built but care- 
fully operated is the inspection serv- 
ice the insurer supplies, and which 
indeed is usually the principal reason 
the insurance is bought. This inspec- 
tion is primarily of the physical fea- 
tures of the insured risk, an exten- 
sion as it were of the work of the 
power plant manufacturer. It is a 
safety service so efficient that the 
insurer must warn its agents not to 
promise the insured a specific num- 
ber and quality of inspections. No 
hazard is exclusively physical, of 
course, including this one; the point 
is that here, as against the individual 
automobilist for example, the un- 
derwriter and safety man can start 
with the solid advantage of a known 
engineering hazard. (In power plant, 
moreover, trained controlled operat- 
ing personnel further reduces the 
importance of the personal side of 
the hazard.) It would be quite in- 
accurate, of course, to say we have 
made no progress in highway safety 
during the last several decades but 
the erratic uncertain course of au- 
tomobile accident rates suggests 
strongly that the non-engineering ele- 
ments in the hazard are at least as 
important as the purely engineering 
or physical and that we are far from 
having reduced these to known fac- 
tors. It is significant that although 
highway safety experts recommend 
the program of the three Es (en- 
gineering, enforcement, education) 
they count heavily on education par- 
ticularly at the pre-driving age to 
offset our inherent engineering han- 
dicaps. And whatever advances are 
made in highway safety engineering 
and automobile construction and in- 
spection, the physical features of a 
hazard as multiplex as that faced by 
the individual automobilist preclude 
for all time the comfortable certain- 
ties of the power plant insurer. 
The present status of programs in 
industrial accident prevention pro- 
vides a good example of a hazard 
with characteristics somewhere be- 
tween power plant on the one side 
and the individual automobile oper- 
ator on the other. For some time 
now we have had a number of indi- 
cations that the older approach to 
plant safety, that essentially of the 
engineer and parallel to that of the 
power plant inspector, has become 
less and less effective as the road to 
further improvement. None of these 
indications would perhaps by itself 
be convincing, none perhaps is proof 
in the mathematical sense ; taken to- 
gether they seem to permit only one 
conclusion: that the industrial safety 
efforts of the future will have to 
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emphasize the non-engineering as- 
pects of the hazard because modern 
standards of safety built into ma- 
chines by the manufacturer and mod- 
ern standards of machine guarding 
in general make important new ad- 
vances on the.engineer’s side of the 
picture unlikely. Schedule rating for 
example has been practically aban- 
doned as a device for industrial safety 
(and where not abandoned watered 
down as in New York practically to 
the point of abandonment) because 
it is possible today to assign specific 
values or weights to mechanical or 
physical accident hazards or causes 
for only a miniscule proportion of 
total accidents. Schedule rating 
served excellently as a safety tech- 
nique twenty years and thirty years 
ago when new machines were not 
nearly as safe as today and when 
machines in operation were not 
nearly so well guarded mechanically. 
A second indication of the same thing 
is that the industries that have prac- 
ticed safety work the longest, iron 
and steel and the railroads for ex- 
ample, are those that appear to have 
struck an accident plateau; since 
their safety programs continue to be 
primarily of the mechanical variety, 
there is probably a connection be- 
tween the two facts. Perhaps most 
convincing, however, as evidence of 
the relative importance of the non- 
physical causes of industrial acci- 
dents in future safety programs is 
the significant development of what 
is usually referred to as the Heinrich 
technique of accident prevention. 
After a careful analysis of 75,000 ac- 
tual cases, Heinrich, himself an ex- 
perienced marine and insurance en- 
gineer, came to the revolutionary 
conclusion that of all industrial ac- 
cidents no fewer than 88 per cent 
may be traced to the pnsafe act of 
some person and only 10 per cent to 
“unsafe mechanical or physical con- 
ditions.” (The remaining two per 
cent are “unpreventable.”) One does 
not need to accept the Heinrich con- 
clusion on the precise allocation be- 
tween personal and mechanical-phys- 


ical accident causes — this is after 
all a matter of judgment and opin- 
ion — to get the significance of this 


face-about in thinking about indus- 
trial safety. For this is no closet 
philosopher engaged in spinning out 
interesting conjectures but the re- 
sponsible official of one of Amer- 
ica’s largest and most successful 
casualty companies, which spends 
considerable sums of money not only 
in the basic and continuing research 
required of a program such as this 
but in applying from day to day a 
detailed and demanding technique to 
risks written by the company. That 


the technique is sound is shown by 
the adoption of its essentials by other 
insurers and by many employers. 
The Heinrich technique is one of 
the few really new ideas in industrial 
accident prevention in this country 
in many decades. It enormously in- 
creases the possibilities of prevention 
on a new front. How many of these 
possibilities are practicable is unfor- 
tunately another matter; here as so 
often the purely technical possibili- 
ties of prevention must accommodate 
themselves to the hard realities re- 
flected in items II and III in our 
list above. In the parallel field of 
industrial disease prevention, for ex- 
ample, it is ironic that while the 
predominance of physical causes 
makes the possibilities of prevention 
highly favorable, these possibilities 
are often sharply limited by insuper- 
able financial requirements. 
e e * 
II 

HIE greater the degree of con- 

trol the insurer can exert on the 
insured risk the better the chances 
for effective safety work. The de- 
gree of control the insurer actually 
exerts on the insured risk is very 
closely related to its physical and 
other characteristics. Continuing 
with our examples the insurer again 
is in a superior position with the 
power plant and elevator hazards, 
in a very weak position with the in- 
dividual automobilist. The reason es- 
sentially is that in the first case the 
situs of the risk is fixed and inde- 
pendent of other insured risks, in 
the second it is mobile and interde- 
pendent with thousands and millions 
of other insured risks. In the first 
case the machine is operated by 
skilled mechanics under constant su- 
pervision, in the second by lay oper- 
ators of every conceivable variety of 
age, physical condition, education, 
moral standards and driving experi- 
ence. In the first case the owner has 
usually for financial and other rea- 
sons a stake in the hazard at least 
as great as that of the insurer, in the 
second despite acres of newsprint 
published to convince him to the con- 
trary, the owner-operator thinks of 
accidents as primarily the insurer’s 
concern and not his. Finally the in- 
surer on the power plant risk is 
able by the threat of suspending 
cover to control the physical condi- 
tion of the insured equipment ; there 
is no point whatever to inserting a 
similar provision in the automobile 
liability policy because even if it 
were worth-while to suspend, the in- 
surer has no practicable way of 
knowing when. 


This control is, note, not so much 
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a matter of compulsion — suspension 
is rarely made use of — as of the 
self-discipline arising out of a nat- 
ural partnership resulting when the 
insurer's engineering, claim and 
other representatives are often and 
as it were intimately on the insur- 
ed’s premises and when the insured 
feels he has at least as much to lose 
by carelessness or inefficiency as the 
insurer. In this respect the work- 
men’s compensation risk comes much 
closer to power plant and elevator 
insurance than to automobile lia- 
bility. 
s e & 
III 

F ,, Spree of the impact of our 

third factor on the safety pro- 
gram adds further evidence that the 
factors cannot be considered sepa- 
rate items. Generally speaking the 
larger the insured risk the better 
the possibilities of loss prevention. 
The reasons appear to be essentially 
two. The larger the risk the more 
likely the risk will enjoy the advan- 
tages of superior management, with 
all that this means in superior fi- 
nances, managerial vision and man- 
agerial skill and experience. This is 
not at all to say of course that larger 
businesses get all the brains; they 
do get the lion’s share, and very 
important,-the brains are working 
with resources superior on the aver- 
age in quantity and quality. The 
general advantage in rates of, indus- 
trial accidents large over small 
risks in the same classification, for 
example, is no doubt principally due 
to this advantage in management and 
resources, 

Generally speaking, the reasons 
appear to be: The larger the risk 
also the larger the premium out of 
which prevention activities must be 
financed. Insurance is not a humani- 
tarian institution. In the not-too- 
long run, prevention costs have to be 
returned out of loss savings; in any 
realistic view of the situation pre- 
vention must pay for itself or (bar- 
ring compulsion) there will be no 
prevention program. This means an- 
other advantage to the larger risk 
because the most effective safety 
work is specific and concentrated: it 
aims at Plant A and not at plants in 
general; it aims at specific problems 
in Plant A; it is therefore intensive 
and expensive and the tiny allow- 
ance (on the average not more than 
two per cent) in workmen’s com- 
pensation premium for all the car- 
rier’s engineering and inspection ex- 
penses is simply not adequate on 
small risks. Safety work for the 
smaller risk on average must be gen- 
eral rather than specific, diffused 
rather than concentrated. It depends 
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on the long-range and necessarily in- 
definite results of safety “education” 
in the broadest sense and not on the 
sharp stimulus of immediate profit. 

If this view of the relation of the 
profit motive to safety seems too 
strong, consider the record of Amer- 
ican workmen’s compensation state 
insurance funds: It varies from the 
very highest standards of safety work 
and results to no standards at all; 
the range of vision and of perform- 
ance is at least as great as that of 
the private carriers. There is on 
paper an even solider motive for ex- 
tensive safety programs in state in- 
surance than in private; the results 
show clearly that even this motive 
does not automatically produce ef- 
fective safety work. 

The fact that safety work must pay 
for itself is not entirely a disadvan- 
tage: provided it is practicable to 
use it, there is no more dependable 
motive for safety than the financial. 
Unfortunately the potential financial 
incentives to safety work are spread 
very unevenly by hazard and by in- 
sureds. Relatively great for power 
plant risks as a class, they are re- 
duced nearly to zero for the single 
automobilist insured for liability. In 
workmen’s compensation the possi- 
bilities vary widely by industry, by 
size of risk and by other factors. 

e & e 
IV 

UR progress down the list of 

factors that condition insurer 
safety activities takes us from those 
primarily technical — that is, in- 
herent in the hazard insured and in 
the insurance technique — to those 
we have called practical, and over 
which the msurer has a wider choice 
of selection. The impact of methods 
of rating on safety and in turn the 
impact of safety programs on rating 
methods is an example of a factor 
that is a combination, and often an 
awkward one, of the technical and 
the practical. The insurer has a con- 
siderable area of choice in the selec- 
tion of rating (including selection 
and classification) techniques for ex- 
ample, but he can make this choice 
only within the over-all limits im- 
posed by the nature of the insured 
hazard, the control he is able to ex- 
ercise over the insured risk and, by 
no means least, the money he has 
available as determined by total risk 
premium. To name only a few out- 
standing examples, there is the 
choice between reliance on a system 
of manual rates exclusively and a 
combination of manual and one or 
more varieties of merit rating; deci- 
sion on the allucation of loss costs 
and expenses among manual classi- 
fications ; decision on eligibility rules 
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for experience or retrospective rat- 
ing and on the experience rating for- 
mula; choice between the prospec- 
tive and retrospective basis. 

It is not practicable here to trace 
out in detail the complications of 
even one of these choices: a brief 
example will perhaps convey the 
idea. Some hazards, that of the in- 
dividual motorist for instance, are 
not only ideally suited to manual 
rating; published evidence to date 
suggests that the manual rate, which 
reflects the experience of many risks 
with broadly similar exposure, is 
the only practicable rating device. 
The fact that experience rating may 
be tried is not proof to the contrary: 
it may be proof only that the com- 
petitive situation calls for or seems 
to call for action and that a new rat- 
ing plan called experience or merit 
rating seems to fill the bill. As a 
matter of fact, both the original 
Merit Rating Plan and the Safe 
Driver Reward plan (now aban- 
doned, officially for the emergency 
only) for individual automobiles are 
classification or manual plans, sev- 
eral additional broad classifications 
having been created to care for real 
or assumed hazard differences newly 
recognized. This apparently is a haz- 
ard for which true experience rating 
is not suitable, because it has so low 
a loss frequency per insured that 
there is no or little individual risk 
credibility, that is, no possibility of 
plotting a dependable experience rec- 
ord for the individual car against 
all automobiles of its classification ; 
moreover, any experience rating plan, 
however watered down as in auto- 
mobile insurance, implies a relatively 
high degree of control by the insured 
over his own loss record, a postulate 
for which, applied to the highway 
accident hazard, there is to date very 
little supporting evidence. In brief, 
discounts for a favorable loss rec- 
ord (there is much less emphasis on 
one unfavorable) will stem primarily 
not from the superiorities or defi- 
ciencies of the individual risk but 
from pure chance or from outside 
influences and factors over which the 
individual motorist has very little 
control. 

Agreement that experience rating 
will not do for this hazard does not 
mean the carrier is barred from try- 
ing other safety methods but it elim- 
inates from the carrier’s list of 
choices one of the most attractive 
to insurer and insured and one of 
the most dependable as an incentive. 
The fact is that the carriers have 
found no effective incentive for the 
single automobilist ; the program for 
safety here seems to be marked, as 
far as the carriers are concerned, for 





12—December, 1942 


general and not specific lines. (Car- 
rier tightening-up of individual selec- 
tion and underwriting merely trans- 
fers the problem to another company. 
Higher standards of driver-licensing 
and of other motor vehicle regula- 
tions is a job for the state.) The 
need for the carrier to stick to man- 
ual or classification rates for the in- 
dividual owner is thus a major lim- 
itation on carrier safety activities. 
There is small incentive to safety in 
the broad crude averages of the man- 
ual rate: it is too impersonal, it 
makes no attempt to distinguish the 
individual insured from the mass, 
the connection between the indi- 
vidual driver’s driving record and 
the level of manual rates is so un- 
certain as to seem to him academic. 

At the other end of the range are 
the nearly infinite possibilities of the 
industrial accident hazard. To take 
a single example, schedule rating 
having served its safety purposes, 
the experience rating plan succeeded 
it. Now in turn it has been gen- 
erally superseded by the so-called 
muiti-split experience rating plan be- 
cause it was hoped that the increased 
responsiveness of the latter to the 


experience of the individual risk 
would (among other results) give 
a superior safety incentive. In turn 


the retrospective rating plan has been 
superimposed on the multi-split ex- 
perience rating plan in part — again 
motives are mixed — because the 
retrospective basis gives even a 
greater employer incentive to safety. 
(If it is true, as it is claimed, that 
the retrospective basis gives the em- 
ployer maximum incentive to safety, 
it may also because it is a scheme 
practically of self-rating, give the in- 
surer less incentive.) The merits 
of these changes are not here in 
question: what is important is that 
the compensation rate-maker has a 
very wide choice of financial incen- 
tives to safety, a fact of enormous 
technical and social significance. 
Here is a case where power plant 
hazards fall in the middle ground 
between the extremes of our other 
two examples. Very low accident fre- 
quency and high accident severity 
make this a hazard, like the indi- 
vidual automobilist’s, unsuitable for 
true experience rating. Luckily there 
are other incentives for safety so 
strong this is unimportant. The man- 
ufacturer wants above everything to 
keep up his record for safe equip- 
ment and luckily he can do much 
more to keep his equipment safe in 
operation than can the manufac- 
turer of Fords and Chryslers. The 
insured — if he thinks at all — real- 
izes that usually he has less than suf- 
ficient insurance should carelessness 
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result in loss. The carrier has sold 
his insurance primarily on the argu- 
ment — not necessarily in so many 
words — that the superiority of his 
service will make the chance of loss 
practically zero. He must and does 
produce superior service because this 
is one case in which half-measures 
are entirely useless. 


® * & 
V 
HE force of the competitive 


factor, partly a compound of 
inter-carrier rivalries, partly an 
alignment of the insurance business 
against outside forces, is not to be 
caught neatly in a phrase. It is 
really not so much a single factor 
influencing safety at first hand as 
a complex of facts and fears, of 
hopes and suspicions, that condition 
the operation of the technical fac- 
tors above. Competition may indeed 
work in a given instance against 
safety. More than one carrier, bitten 
by the bug of volume, has let down 
the underwriting bars on the assump- 
tion that if you get enough risks 
somehow underwriting results will 
average out all right. More than 
one bid for business, though it gets 
the business may, as has been sug- 
gested for retrospective rating, re- 
duce the insurer’s, as against the car- 
rier’s, interest in safety. More than 
one carrier gives inspection and other 
safety service primarily in its ad- 
vertising. Usually as a matter of 
fact it seems fair to say that com- 
petition, even if it does not work 
for safety, as with the Safe Driver 
Reward Plan, it does not act 
against it. 

The trend of events is clearly to 
array the competitive factor more 
definitely on the side of safety, and 
increasingly so. Casualty competition 
what it is, we may exject that more 
assiduously than ever will carriers 
in the next decade be searching for 
new weapons for survival; of these 
safety will continue to be one of the 
most if not the most important. For 
this there are a number of reasons. 
There is the increasing tempo of 
competition between company and 
company, largely displacing it seems 
the older institutional competition 
between stocks and mutuals; there 
is the ever-lurking possibility of new 
excursions in state insurance; there 
is an ever-increasing, and a healthy, 
interest of the insurance consumer 
in his insurance protection and the 
price he pays for it. Increasingly the 
insurance business must justify itself 
to the consuming public and there is 
no appeal more attractive than that 
of reduced hazard and loss. 

There are limits then to the pos- 
sibilities of safety through carrier 





efforts. Safety has a price. If car- 
riers are to be able to afford that 
price, it must be paid out of quickly 
realizable loss savings. If this price 
cannot be paid, if the savings are not 
in the wood, then other approaches 
and devices must be explored. It is 
fairer to recognize the limitations on 
carrier programs than to expect them 
to do the whole job and charge them 
with failure or shortsightedness when 
they are unable to perform it. 








Buyers Meeting 


(Continued from page 7) 


ducted as they are. He estimated 
that the War Damage Corporation 
has some five million policies in force 
covering about ninety-four _ billion 
dollars in values, and has received 
some $120,000,000 in premiums to 
date. The producer’s side of War 
Damage insurance was discussed by 
Wendell H. Stevens, Chicago agent, 
who is vice-president of Fred S. 
James & Co. The part of the fidu- 
ciary agent — insurance company — 
in the program was discussed by 
Earl W. Harrington, Providence, 
vice-president of the Manufacturers 
Mutual Fire Insurance Company. 

The vital subject of plant fire pro- 
tection was discussed by a_ panel 
made up of A. L. Brown, Boston, 
chief engineer of the Associated Fac- 
tory Mutual Fire Insurance Com- 
panies; C. R. Welborn, Chicago, sec- 
retary of Underwriters’ Laboratories, 
Inc.; Richard E. Vernor, Chicago, 
vice-president of the National Fire 
Protection Association; and Joseph 
Lump, Gary, Ind., fire chief at the 
Gary Steel Woris of the Carnegie- 
Illinois Steel Corporation. Consensus 
of the panel was that few if any ad- 
ditional fire hazards have been intro- 
duced as the result of war produc- 
tion — that the fires are being 
started by the same old causes, with 
the factor of human failure predom- 
inant. 

Principal speaker at the Confer- 
ence luncheon was Hays MacFar- 
land, Chicago, of the MacFarland, 
Aveyard & Co. advertising agency, 
who was sharply critical of the pub- 
lic relations policies of fire insurance 
and casualty insurance. Speaking as 
an outsider unfamiliar with insur- 
ane he contended that there are 
many facets of the insurance busi- 
ness which should be called to pub- 
lic attention. 


The final session of the Confer- 


ence was devoted to a discussion of 
insurance from the buyer’s point of 
view by J. G. Reese, 
pervisor of insurance 
the Consolidated Gas 
and Power Company. 


Jaltimore, su- 
and safety for 
Electric Light 
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~ Commissioners Mid-Year 


Meeting Heavily Attended 


EPRESENTATIVES of forty- 
R four state insurance depart- 

ments and two provinces of 
Canada answered the roll call at the 
adjourned session of the 73rd annual 
meeting of the National Association 
of Insurance Commissioners held at 
the Pennsylvania Hotel, New York, 
November 29 to December 2. At the 
conclusion of the meeting President 
John Sharp Williams, III, of Mis- 
sissippi, voiced the opinion that the 
Convention was a marked success 
and that at no other meeting since 
he has been a member of the body 
had more accomplished by the Com- 
missioners. 


The Executive Committee under 
the chairmanship of John A. Lloyd 
of Ohio, in closed session, settled 
down to serious work on Sunday 
afternoon, November 29. Additional 
meetings of the committee, both open 
and closed, were held on succeeding 
days of the Convention in an effort 
to dispose of the many highly impor- 
tant problems which were pending 
before the group. Action taken by 
the Executive Committee included 
the adoption of the simplified sched- 
ule recommended by the _ special 
sub-committee of the Committee on 
Blanks; suspension for the duration 
of the new schedule “L” calling for 
salary data in the fire and casualty 
statement; and the selection of Bos- 
ton as the site of the next meeting 
of the Association. 


Previous to its final action on the 
salary reporting requirement, the 
Executive Committee had voted to 
change Schedule “LL.” so that only 
amounts of compensation of $15,000 
a year or more need be reported by 
fire and casualty carriers instead of 
the $5,000 limitation agreed upon at 
the Denver meeting last June. Even 
when the higher figure was substi- 
tuted there was considerable senti- 
ment among the members of the 
Committee for the elimination en- 
tirely of the provision from the Blank. 
Several commissioners spoke against 
its retention, including Blackall of 
Connecticut, who stated that any De- 
partment could get facts about sala- 
ries paid by Hartford companies by 
the mere asking. That was differ- 
ent, he pointed out, than having the 
salaries listed in departmental forms 
where anybody could have access to 
them. “We certainly do not want 


the insurance executives to be placed 
at the mercy of people making a 
specialty of ‘sucker lists,’ or who 
would want to use the information 
for their other selfish ends,” he said 
in conclusion. 

The action rescinding the report- 
ing of salaries of $15,000 and over 
for the duration came as a complete 
surprise, however. 

Commissioner Harrington of Mas- 
sachusetts laid before the Executive 
Committee letters of invitation from 
Governor Saltonstall and Mayor To- 
bin for the Commissioners to hold 
their next meeting in the City of 
Boston. Chairman Lloyd reported it 
had been decided to accept the in- 
vitation and that the meeting would 
be held probably sometime in June 
— definite dates to be determined by 
the Committee. 

The first general session of the 
Convention — held on Sunday eve- 
ning — was largely attended by the 
650 delegates, including members of 
the third house, who were regis- 
tered. President Williams introduced 
the new Commissioners who had 
taken office since the Association last 
met. They are: Carroll of Rhode Is- 
land, Alexander of Pennsylvania and 
Hodges of North Carolina. Commis- 
sioner Eggleston of South Carolina, 
another new addition to the ranks 
of state insurance commissioners, 
was unable to attend. 

President Williams, in addressing 
this session, appealed to the audi- 
ence to fight for state rights in the 
regulation of insurance and_ other 
matters. “We in the South,” said 
the Mississippi Commissioner, “are 
‘het up’ about the action of the Gov- 
ernment in Atlanta and we think that 
you should be, too.” The Federal 
government, he asserted, in its as- 
sumption of greater authority is be- 
ing encouraged by a war that has 
brought many complexities and prob- 
lems. He predicted that ultimate 
elimination of the middle man — a 
vital encroachment on the rights of 
states — in the course now being 
pursued by Washington. If the Fed- 
eral government’s indictment of the 
fire insurance industry is followed 
through, he stated, it means the au- 
tomatic repeal of state authority and 
the abrogation of insurance super- 
vision and administration by the 
states as now conducted. 
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F especial importance at the 

Monday session was the meet- 
ing of the Committee on Interstate 
Rating. Superintendent Pink of New 
York, chairman of the group, was 
presented with various reports from 
advisory committees appointed by 
him from the ‘ranks of the fire in- 
surance industry, the casualty insur- 
ance field, and the producers. 

In opening the hearing, Superin- 
tendent Pink admitted that from the 
reports submitted, it didn’t seem pos- 
sible for the fire and casualty com- 
mittees, to get together on one plan 
workable for both fire and casualty 
interstate risks. He said, “We have 
about decided it would not be prac- 
tical for a common solution to be 
reached in these two lines.” 

The fire insurance advisory com- 
mittee report was presented by 
Chairman Chase M. Smith of the 
National Retailers Mutual Insur- 
ance Company. In discussing the 
report he stated the committee, in 
view of the Atlanta investigation, 
was somewhat uncertain as to the 
timeliness of considering interstate 
rating until the issues on nationwide 
rating had finally been determined. 
He stated the proposal for a na- 
tionwide rating organization recom- 
mended by his committee was in 
principle the same as the one now 
in operation, although the latter was 
understood to be “vulnerable to crit- 
icism in actual practice.” The opin- 
ion was expressed by Mr. Smith that 
inability to solve the problem along 
the lines outlined in the report meant 
inability to solve it in any other way. 

The Casualty advisory group pre- 
sented two reports, one representing 
the views of the mutual members of 
the committee, the other the views 
of the stock company representatives. 
Chairman Rollin M. Clark of the 
Continental Casualty Company pre- 
sented the stock report and H. W. 
Yount of the Liberty Mutual Insur- 
ance Company summarized the mu- 
tual recommendations. 


The Producers’ report submitted 
by Chairman R. W. Howe of Rich- 
mond, Virginia, was opposed to any 
rating proposal which would leave it 
up to the producer to get his com- 
missions on a fee basis, the fee be- 
ing a matter of negotiation between 
the producer and the prospective pol- 
icyholder. In explaining the report 
submitted he said, “While we are 
apparently almost in the middle 
ground between the minority and 
the majority reports of the company 
committee, we are not antagonistic 
to their principles.” 

Superintendent Pink at the clos- 
ing session of the Convention as- 
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serted that state supervision of in- 
surance faced its most important 
challenge in interstate rating. Pres- 
ent rating methods, he implied, vio- 
late the spirit if not the letter of 
the law of many states and that the 
situation must be met. In the ex- 
pectation that in another month the 
fire and casualty committees could 
get together on a combined report, 
the question was left for further in- 
vestigation and study. 

In accepting the Pink report of 
progress in connection with inter- 
state rating, the convention also re- 
ceived a recommendation made by 
Commissioner Harrington of Massa- 
chusetts “That the committee devise 
and report a plan for use of insur- 
ance departments and rating bureaus 
in developing data concerning the 
allocation of expenses by size of risk 
in connection with any plan which 
recommends a graded expense load- 
ing. Further, that the committee 
study and report the effect of a 
graded expense plan on the small 
risk or risks not subject to grada- 
tion of expenses.” At Superintend- 
ent Pink’s suggestion Commissioner 
Harrington modified the resolution 
to a suggestion that this be done so 
that it might not cause delay in 
bringing in a report. 

The text of the various reports 
referred to will be found elsewhere 
in this issue. 

* * * 

T a luncheon on Monday, Nov- 

ember 30 tendered to the Com- 
missioners and their guests by the 
insurance companies of New York 
the featured speaker was James A. 
Fulton, president of Home Life of 
New York. He made a strong plea 
for the continuance of state super- 
vision of insurance and offered defi- 
nite suggestions for improvement of 
the system. 

The simplification of the annual 
statement blank referred to earlier 
resulted from the action of the com- 
missioners in adopting the Executive 
Committee’s approval of the recom- 
mendations of the Committee on 
Blanks. Elimination of some data 
which it previously had been neces- 
sary for the companies to include in 
their statement was agreed upon. 
The report of the committee on 
blanks submitted by Chairman Rob- 
inson to Chairman Lloyd of the Ex- 
ecutive Committee and adopted by 
the Convention follows in part: 

“Pursuant to the request of your 
committee, members of the blanks com- 
mittee considered the requests of in- 


surance companies presented to your 
committee with reference to elimina- 


tion of certain requirements of the as- 
sociation’s annual statement blanks be- 
cause of conditions arising out of the 
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HIGHLIGHTS OF 
COMMISSIONERS 
CONVENTION 


1. Adopted Guertin Report on 
non-forfeiture .values of life insur- 
ance policies. 

2. Received report of progress 
from Interstate Rating Committee. 

3. Adopted report of sub-com- 
mittee of Committee on Blanks pro- 
viding for simplification in annual 
statement filings. 

4. Suspended for duration filing 
of new Schedule “L” calling for 
salary data. 

5. Heard discussion of commis- 
sion question on property owned or 
leased by Defense Plant Corporation. 

6. Received report of “Bridging 
the Gap” Committee. 

7. Boston selected as site of next 
annual meeting. 











present conflict. Representatives of the 
companies and company associations 
were heard, and after careful considera- 
tion recommends the following: That 

“A. Annual statement blanks of in- 
surance companies for use in filing 
statements of financial condition as of 
December 31, 1942, shall be deemed to 
have been amended as follows: 

All Blanks: 

“Schedule D — Part 4, bonds dis- 
posed of during year: Summarize all 
bonds called, of the same issue, matured 
or redeemed during the year. (At pres- 
ent, no summarizing is permitted.) 

“Schedule D — Part 4, bonds dis- 
posed of during year: Summarize all 
bonds of the same issue sold during 
the year, irrespective of the date sold. 
(At present, bonds of the same issue 
sold at different times during the year 
must be reported on different lines of 
the schedule.) 

“Schedule D — Part 3, stocks and 
bonds acquired: Description of redeem- 
able options may be omitted. (At pres- 
ent, long descriptions of complicated 
redemption options are required to be 
shown as part of description of bonds 
acquired.) 

Fire and Miscellaneous Blanks: 

“Schedule B — Mortgage Loans; 
Show individually mortgages which ex- 
ceed $100,000 or 1 per cent of admitted 
assets December 31, preceding year, 
whichever is smaller. All others may 
be summarized. 

“Schedule N — Bank Balances. Show 
only balances at December 3lst. 


“Schedule T — Exhibit of Premiums 
Written: Show reinsurance assumed and 
ceded without separation as to author- 
ized or unauthorized companies. 

“Miscellaneous Blank: Schedule P — 
Part 1A: Eliminate this sub-schedule. 

“B. The sixty-day extension for fil- 
ing schedules approved by the execu- 
tive committee as to life insurance com- 
panies be made applicable to all types 
of companies. 

“C,. The respective states should re- 
view their insurance tax blanks in the 
light of the present emergency and the 
shift by most states to the net direct 
basis, for the purpose of eliminating 
therefrom all data not bearing directly 





on the computation of the tax or the 
proper audit of such tax returns. 

“D. Any company desiring to report 
on the annual statement blanks as 
printed, without taking advantage of 
these amendments, or any part thereof, 
may be accorded the privilege of so 
doing.” 


The Guertin report on non-forfei- 
ture values of life insurance policies 
which has been under consideration 
by the Association for several years 
was speedily adopted. Final commit- 
tee reports on the subject had been 
presented to the commissioners at 
their annual meeting last June but in- 
stead of acting upon it at that time 
it was ordered held in abeyance un- 
til the mid-year meeting. In adopt- 
ing the non-forfeiture report the Ex- 
ecutive Committee passed the fol- 
lowing resolution: 


“Whereas, committees appointed by 
this association have for several years 
considered the adoption of a modern 
mortality table in place of the American 
Experience Table, and methods to as- 
sure withdrawal values that are fair 
and equitable to both continuing and 
withdrawing policyholders, and 

“Whereas, after lengthy studies, the 
committee to study the need for a new 
mortality table made a final report 
which was adopted by this association 
at its meeting at Biloxi, Mississippi, on 
December 8, 1939, and 


“Whereas, after lengthy further stu- 
dies the committee to study non-for- 
feiture benefits made a final unanimous 
report to this association at its meet- 
ing in Denver on June 8, 1942, together 
with a report of a committee of Com- 
missioners appointed to consider and 
make recommendations on the report 
of the committee to study non-forfeiture 
benefits and related matters — action 
on which reports was deferred until 
this meeting to permit time for further 
studies by the several Commissioners, 
and 

“Whereas, it seems desirable that ac- 
tion on this important matter should 
now be taken; now, therefore, be it 

“Resolved, that this association ap- 
proves the reports of the committee on 
non-forfeiture benefits as amended by 
the report of the committee of Com- 
missioners, hereinbefore mentioned and 
the principles embodied in the pro- 
posed model legislation, contained on 
pages 266 to 274, inclusive, in the Sup- 
plement to the Proceedings of the Na- 
tional Association of Insurance Com- 
missioners, seventy-third Session, 1942, 
and suggests that individual Commis- 
sioners recommend to the legislatures 
in their respective states the enactment 
of such legislation as may be appropri- 
ate; and be it so 

“Resolved, that in the event that the 
reserves of any company are changed 
to a lower reserve standard, no benefit 
from such change shall accrue to stock- 
holders until such reserves shall have 
been restored to the standard from 
which reduced; and be it so 

“Resolved, that in view of the un- 
usual conditions caused by the war, the 
effective date of such legislation shall 
be permissive on and after July 1, 1943, 
and mandatory not earlier than 1948.” 


(Continued on page 21) 




















Photo by Underwood & Underwood 


JoURNAL OF AMERICAN INSURANCE 











The duty falls upon the credit man to see that a business in which he is interested as a 
creditor is properly insured. 


One Credit Man’s Version 


of Insurance 


REALIZE that, in talking to a 
I group of men, familiar with all 

the phases and technicalities of 
insurance, I have assumed a difficult 
task to interest you in your own 
life’s work. With more than thirty 
years of experience in credit work 
for a wholesale hardware house, it 
has been possible to make certain 
observations and to have experiences 
in the insurance field that may hold 
your attention during the next few 
minutes. It has always been inter- 
esting to me, in addressing a meet- 
ing of merchants, business men, or 
men engaged in credit work, to learn 
how few of them are informed as to 
the contents of an insurance policy. 
When asked the question ‘How 
many have read an insurance policy 
from beginning to end?” practically 
everyone in such audiences would, 
with a smile of guilt, admit that they 


had never taken the time to read the 
contract. I would be somewhat curi- 
ous to know how many of those pres- 
ent in this meeting are thoroughly 
familiar with all of the details of a 
policy. 

In 1941 the annual fire loss in the 
United States was more than three 
hundred and twenty-two million dol- 
lars and the records indicate that 
annual fire losses have been con- 
stantly increasing. It has been dem- 
onstrated that the most modern 
buildings, with special improvements, 
provide, at best, doubtful protection 
against general conflagrations. Fires, 
in even so-called fireproof buildings, 
are not uncommon, and serious losses 


‘are frequently suffered. So, I can 


safely say that every stock of mer- 
chandise, regardless of location, and 
the manner in which it is guarded, 
lies constantly under the shadow of 
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possible destruction by fire. Reports 
come to us with unfortunate fre- 
quency that some good customer has 
been reduced to insolvency, or to 
the very verge of it, as the result of 
a fire. Sometimes the fire originates 
in his own place of business and, on 
many other occasions, it starts in a 
neighboring store. Recently the en- 
tire business section of an TIIlinois 
city was destroyed by fire, and to 
me this unfortunate disaster, as well 
as many others which have come to 
my attention in past years empha- 
sizes the importance of being pre- 
pared at all times to discuss adequate 
fire protection with our customers. 

Credit men should be the source 
of information on the subject of fire 
insurance, in fact, they should be 
familiar with all forms of insurance. 
It is safe to make the statement that 
only a small percentage of the mem- 
bers of the Credit fraternity has thor- 
oughly examined, read and under- 
stood a standard form of a fire insur- 
ance policy. IT ast year a course was 
offered to the credit men of Chicago 
on the subject of insurance. While I 
did not enroll in the class, I did read 
the lectures and they were very in- 
formative. This is a move in the 
right direction to interest and edu- 
cate a credit man as to the phases 
of insurance with which he should 
be entirely familiar. A man, who 
approves credit, should be qualified 
to discuss insurance, inasmuch as 
there is nothing, for which, his cus- 
tomer pays out good money, and 
knows so little about, or seems to 
care as little for, as fire insurance 
policies. 

I have frequently told the story 
of the man who was shipwrecked on 
an island on which there was no 
vegetation or animal life of any kind. 
After several months, he was res- 
cued and, when telling his friends 
that he survived for such a long 
period of time without nourishment 
or food, the question was asked how 
that was possible. He replied that 


an insurance policy which was full 
of “provisions.”” You men know this 
to be a fact. The words “provided,” 
“if,” “unless,” “but,” etc., are used 
many times in the standard form of 
an insurance policy. You will agree 
these restrictions should be under- 
stood and a credit man should be 
prepared to discuss them with his 
customer who may or may not have 
adequate fire protection. 
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N our organization, the amount 

of insurance carried on mer- 
chandise and other property, is scrut- 
inized by the credit man with as 
much care as any other feature of 
his report. If the customer is un- 
derinsured, his attention is called to 
the matter tactfully and the recom- 
mendation is made that this phase 
of the business be given careful con- 
sideration with reasons why this is 
thought necessary. 

My first boss, Mr. F. L. Macom- 
ber, one of the best credit men of 
his time, was a great believer in in- 
surance, and it was he who instilled 
in me, and in our entire credit or- 
ganization, the desire to know some- 
thing about it. Up to that time, | 
had never read an insurance policy. 
The subject became interesting. For 
several years, it was my job to call 
on customers seeking large lines of 
credit, as well as “lame ducks,” or 
those of doubtful financial standing. 
This gave me an opportunity to make 
a survey as to whether the dealer 
would be susceptible to advice and 
suggestions on the subject of insur- 
ance. In every case, when the mat- 
ter was discussed with the dealer, I 
found him to be much concerned and 
pleased to receive suggestions. 

There was one exception which I 
recall, probably due to the fact that 
the customer was inclined to be bel- 
ligerent. He guessed at the amount 
of his insurance and refused to per- 
mit an examination of his policies, 
until his suspicion was aroused as 
the result of a few well designed 
statements made for that purpose. 
With some hesitation, he finally 
opened his safe and threw the poli- 
cies on the desk. I looked over the 
contracts, making a memorandum of 
each one, and finally asked Mr. Mer- 
chant as to the amount of insurance 
he thought he had. He said “eight 
thousand.” I replied, “Sorry, but 
you do not have any insurance be- 
cause these policies all expired a few 
days ago.” Quite naturally I found 
it necessary to emphasize to the mer- 
chant that the Agent represented the 
Insurance Company and not the cus- 
tomer and, while he might expect 
the Agent to watch the expiration 
dates of the policies, it was not in- 
cumbent upon him to do so. There- 
fore, Mr. Merchant should take a 
more businesslike interest in his in- 
surance problems. We reviewed other 
matters, and I know that this mer- 
chant was left with a very friendly 
attitude toward the firm which I 
represented, simply on account of 
this one phase of my investigation. 

Again, I recall, during my early 
years as a credit man, receiving a 
financial statement from a customer 
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in Utah, which disclosed no insur- 
ance on either merchandise or fix- 
tures. Since he was receiving a sub- 
stantial line of credit, and being much 
concerned as to what would happen 
in the event of a fire loss, a letter 
was written, urging that he obtain 
insurance immediately. His response 
was quite humorous, and yet he wrote 
in earnest, that the town had one 
of the finest equipped fire depart- 
ments in the state, located one block 
from his place of business. Imagine 
our surprise when, a few days later, 
a telegram was received that his 
business had been entirely destroyed. 
A letter following disclosed the fact 
a heavy fall of snow had occurred 
previous to the fire, which caused the 
engine to skid and turn over in the 
street. When it finally arrived at 
the scene, the fire was beyond control. 

Another customer in Chicago had 
no insurance and we declined to con 
tinue with the account unless this 
condition was corrected. He argued 
that, with a fire department on the 
opposite side of the street, there was 
little to fear. This did not satisfy 
us. Then he pleaded inability to pay 
the premium. We met this plea with 
a proposal to advance the necessary 
amount to pay the premium. The 
insurance was placed immediately. 
Within a very short time thereafter, 
a fire broke out in the paint depart- 
ment in the rear of the store. The 
heat was intense and the fire spread 
rapidly, so fast, in fact, that the fire 
department, located on the opposite 
side of the street, was unable to con- 
trol the situation until serious dam- 
age had been done to the entire stock 
and fixtures. Our foresight and ac- 
tion in this matter saved us from a 
serious loss, and it is needless to 
add that the customer was very 
grateful indeed for the advice and 
help which had been given. 

In December, 1940, our firm 
opened a Test Store near Chicago. 
The stock and equipment were fully 
insured. Fire broke out early in 
the morning after the opening date. 
The building and its contents were 
a total loss, notwithstanding the fact 
the fire station was located within 
a short distance and the store build- 
ing was directly across the street 
from the City Hall. Unfortunately, 
the owner of the building failed to 
protect herself with adequate insur- 
ance on the improvements, which had 
been made for our occupation of the 
store and the property has _ been 
standing idle ever since. It would be 
possible to supply many other ex- 
periences. You men know about 
them. They simply emphasize the 
point which I am trying to make 
to the effect that credit men should 





be prepared at all times to sell their 
customers as to the need for com- 
plete and adequate insurance pro- 
tection. 

& * * 


ET me refer briefly to another 

hazard, which is so often ig- 
nored. Open stairways, entrances to 
basements without railings and ele- 
vator openings have all contributed 
at one time or another to accidents 
and, as a result, have subjected many 
of our customers to claims for dam- 
ages. I remember the case of an old 
man who backed into an opening to 
a basement in a dark part of a store, 
causing his death. Not long ago a 
dealer, who exhibited some of his 
wares on one of the walls near the 
entrance to his store, was confronted 
with a claim for injuries sustained 
on account of a heavy shovel becom- 
ing unfastened and falling upon a 
customer’s foot, causing a fracture. 
Credit men, visiting their customers, 
should be on the alert for such haz- 
ards, calling the dealer’s attention to 
them and making inquiry as to 
whether or not they are covered by 
insurance. 


Many merchants have looked upon 
fire insurance as an unnecessary evil. 
They failed to realize the cost of 
premiums is as much of an expense 
to the business as clerk hire, taxes, 
rent, etc. Some will argue that they 
have been engaged in business for 
more than thirty odd years and never 
had a fire. The fact has never been 
emphasized to them that, with $600 
going up in smoke every minute, no 
man can tell when his turn will come 
and that his entire life’s earnings can 
be wiped out in a few hours. These 
are thoughts which should be brought 
home to merchants and no one is bet- 
ter qualified to do the job than a 
credit man. A recital of some of his 
own experiences, such as those I 
have mentioned, will cause the dealer 
to think seriously. 

The duty falls upon the credit man 
to see that a business in which he 
is interested as a creditor is prop- 
erly insured. This applies when as- 
sets are turned over to an assignee 
or trustee. Several years ago a large 
business was taken over by credi- 
tors in New Mexico. My company, 
being interested for a_ substantial 
amount and, fearful that the insur- 
ance might not be transferred or the 
property not fully protected against 
a fire, telegraphed to the trustee, 
calling his attention to the matter 
and the necessity for complete pro- 
tection. Within a week, there was a 
total fire loss. The entire business 
district was burned down. The trus- 


(Continued on page 19) 
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URGES CONSIDERATION OF SOCIAL 
INSURANCE BY CASUALTY ACTUARIES 


SUGGESTION that the cas- 

ualty actuary, whether moti- 

vated by social consciousness 
or by self-interest, should devote 
more attention to the social insur- 
ance field was voiced by Professor 
Ralph H. Blanchard of Columbia 
University in his presidential address 
to the Casualty Actuarial Society 
meeting in New York City on Nov- 
ember 20th. The casualty actuary, 
President Blanchard pointed out, can 
be of great usefulness in giving tech- 
nical guidance to governmental ac- 
tion, in determining the lines to be 
drawn between social and private en- 
terprise, and in conducting private 
insurance in the light of the present 
and probable future development of 
social insurance. He urged the casu- 
alty actuary to refrain from shutting 
himself up in his present corporate 
bailiwick, where he is insulated from 
outside and possibly disturbing cur- 
rents. 

The annual meeting of the Society 
attracted an attendance of almost 
100 persons of whom approximately 
60 were members of the Society. Of- 
ficers named for the coming year 
are: president, Ralph H. Blanchard, 
professor of insurance, Columbia Uni- 
versity, New York (re-elected) ; 
vice-presidents, Albert Z. Skelding, 
actuary, National Council on Com- 
pensation Insurance, New York, and 
Charles J. Haugh, actuary, National 
Bureau of Casualty and Surety Un- 
derwriters, New York; secretary- 
treasurer, Richard Fondiller, New 
York (re-elected) ; editor, Clarence 
W. Hobbs, special representative, 
National Association of Insurance 
Commissioners, New York (re- 
elected) ; librarian, Thomas QO. Carl- 
son, assistant actuary, National Bu- 
reau of Casualty and Surety Under- 
writers, New York (re-elected). 
Robert V. Sinnott, Hartford <Acci- 
dent & Indemnity Co., Hartford, 
Connecticut; Arthur N. Matthews, 
Travelers Insurance Company, Hart- 
ford, Connecticut, and William F. 
Roeber, general manager, National 
Council on Compensation Insurance, 
New York, were elected members of 
the Council for 3-year terms. 

A most interesting and informative 
contribution to the meeting was a 
presentation by Arthur L. Bailey, 
statistician, American Mutual Alli- 
ance, New York City, of the first 
two parts of a paper on “Sampling 
Theory in Casualty Insurance.” In 
this paper Mr. Bailey gave the math- 
ematical derivation of the formulae 


which describe the sampling distri- 
butions of the fundamental casualty 
insurance statistics, such as claim 
frequencies, average claim costs, pure 
premiums, and loss ratios. The first 
two parts of the subjet, which were 
presented at the meeting just held, 
dealt entirely with variations in such 
distributions as the result of chance 
fluctuations. Other parts of the sub- 
ject, to be presented at a later date, 
will deal with the modifications of 
such formulae to recognize the pres- 
ence of other variations including 
variations in inherent hazard between 
risks in the same classification and 
possible errors in rate making and 
experience rating. The later parts 
will also deal with the application of 
sampling theory to special problems 
including individual risk underwrit- 
ing, rate making, experience and 
retrospective rating, and rating of 
deductible and excess insurance. 

The speaker explained that he 
hoped that his paper might serve as 
a basis for definite improvement in 
the credibility formulae now used in 
rate making and in experience rat- 
ing. He gave special consideration to 
the theories underlying newer forms 
of insurance rating, particularly ret- 
rospective rating and the rating of 
deductible and excess coverages. Mr. 
Bailey examined the theoretical prin- 
ciples underlying retrospective rating 
and implied that the present retro- 
spective rating plans are only a form 
of gambling. He suggested that this 
might continue to be the case until 
casualty actuaries achieve the same 
broad knowledge and understanding 
of the fundamental forms of the sam- 
pling distributions of loss ratios and 
excess pure premium ratios as they 
have had in the past with respect to 
the processes of rate making on aver- 
age experience. 

Mr. Bailey also suggested that the 
recording and collection of experi- 
ence on a per accident basis, rather 
than on the usual per claim basis, 
would greatly assist in the interpreta- 
tion of data, particularly in classifi- 
cations of hazards involving an ap- 
preciable number of multiple claim 
accidents. 

In a paper on “Risk Distributions 
Underlying Insurance Charges in the 
Retrospective Rating Plan,” N. M. 
Valerius, Aetna Casualty and Surety 
Company, Hartford, Connecticut, in- 
vestigated the idea that under the 
retrospective rating plan the risks 
are expected to assume some fairly 
definite pattern of occurrence with 
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regard to the size of their loss ratios 
related to standard premium. The 
insurance features of retrospective 
rating, he pointed out, are based 
on standard tables of excess ratios, 
which give the ratio of expected 
losses in excess of various points to 
total expected losses. The table 
adopted in New York, and now pro- 
posed for countrywide use, was dis- 
cussed by the speaker as were the 
expected distribution patterns yet to 
be worked out. 
e e * 

EYMOUR E. SMITH, Travel- 

ers Insurance Company, Hart- 
ford, Connecticut, addressing the 
Society on the subject of “Boiler 
and Machinery Insurance,” stated 
that these lines are two of the basic 
coverages comprising the casualty 
insurance field. While they do not 
produce a premium volume of such 
size as automobile liability and work- 
men’s compensation, he pointed out, 
they are nevertheless of considerable 
importance, and have been given wide 
acceptance by the general public 
for many years. Among the points 
touched upon by Mr. Smith in his 
address were coverage and type of 
object insured, inspection service and 
accident prevention, and rating proc- 
edures for boiler and machinery in- 
under the old 


surance and new 
manuals. Some factors in the boiler 
and machinery rating procedures, 


which in the opinion of the speaker, 
offer possibilities for further inves- 
tigation and improvement, were said 
to be: 


1. There should be more frequent 
rate revisions in order to keep the rates 
in line with the most recent experience 
and thus avoid violent fluctuations in 
the premium for individual risks. 

2. The number of manual classifica- 
tions should be reduced and certain in- 
dividual classifications made more in- 
clusive in order to provide a_ broader 
experience basis for the rates for these 
classifications. 

3. An “a” rating procedure should 
be adopted in order to enable the com- 
panies to obtain reasonable rates for 
objects which are infrequently insured. 

4. The insurance charges should be 
eliminated and manual rates should be 
established which would be adequate 
to cover both the inspection and stand- 
ard limits loss cost. The premium for 
higher limits should be calculated by 
means of excess limits factors as in 
the case of other casualty insurance 
coverages. 


Other papers presented to the So- 
ciety included “A Mathematical Stat- 
istician Looks at Actuarial Statistics” 
by F. E. Satterthwaite, Aetna Life 
Insurance Company, Hartford, Con- 
necticut ; “An Approach to a Philos- 
ophy of Social Insurance” by Jarvis 
Farley, actuary and assistant secre- 
tary, Massachusetts Indemnity Com- 
pany, Boston, Massachusetts; and 
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“Discussion of the Ratemaking Proc- 
edure in Workmen’s Compensation 
Insurance II — A New Method of 
Selecting Pure Premiums” by Stefan 
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Peters, Compensation Insurance Rat- 
ing Board, New York. 

President Blanchard’s address on 
Social Insurance is reprinted below. 


The Casualty Actuary And 


Social Insurance 


By RALPH H. BLANCHARD 


PROFESSOR 


OF INSURANCE 


COLUMBIA UNIVERSITY 
Presidential Address 
Casualty Actuarial Society 
November 20, 1942 


RTICLE II of our Constitution 

states that “The object of the 
Society shall be the promotion of 
actuarial and statistical science as 
applied to the problems of casualty 
and social insurance... .” 

While some attention has _ been 
given to social insurance in papers 
and presidential addresses and in the 
appointment of a Committee on Un- 
employment Insurance, consideration 
of that subject has been meager in 
comparison with discussion of the 
problems of casualty insurance as a 
business. Certain of these problems 
are directly related to social insur- 
ance, particularly those of workmen’s 
compensation insurance (without 
which the Society might not exist). 
But here the emphasis has been on 
the technique of the business of im- 
plementing workmen’s compensation 
laws rather than on social policy or 
governmental administration. 

I suggest that the casualty actu- 
ary, whether motivated by social con- 
sciousness or by self-interest, should 
devote more attention — consider- 
ably more — to the social-insurance 
field. He can be of great usefulness 
in giving technical guidance to gov- 
ernmental action, in determining the 
lines to be drawn between social and 
private insurance, and in conducting 
private insurance in the light of the 
present and probable future develop- 
ment of social insurance. Above all, 
he should avoid shutting himself up 
in his present corporate bailiwick, 
where he is insulated from outside 
and possibly disturbing currents. 

It might be well to stop a moment 
at this point to inquire what is meant 
by the term social insurance. The 
“definitions” of the term that I have 
seen all lack the essential quality of 
a definition — that it define. Rubi- 
now devoted an entire chapter of 
his book on Social Insurance to the 
“concept of social insurance” but 
emerged without having defined it. 
Mowbray intimates in a section head- 
ing of his general text that he is 
about to present a definition, but 
proceeds to list the “essential fea- 
tures of a complete social insurance 


scheme.” Often the term is used 
with no attempt at definition. 

I have long cherished a rather 
awkward definition but one which, 
I submit, does define: Social insur- 
ance is any form of insurance in 
which the government goes beyond 
the regulation of practices and the 
dissemination of information. It may 
do so by compelling insurance, by 
shifting the cost, by subsidy, or by 
becoming itself an insurer. To the 
extent that it acts in any one of 
these directions, insurance becomes 
social insurance, and I should in- 
clude within its scope compulsory 
automobile insurance, governmental 
schemes of war-risk insurance, gov- 
ernmental crop insurance, as well as 
the more commonly recognized work- 
men’s compensation, unemployment, 
old-age, and disability insurances. 
While I believe that this definition 
properly distinguishes between pri- 
vate and social insurance, it includes 
certain governmental activities in- 
surancewise which are not generally 
thought of as “social insurance’ and 
which would be of minor interest to 
members of the Society. Our atten- 
tion should be given primarily to 
those schemes of social insurance 
which are established or advocated 
to meet a broad social ‘need, which 
aim to provide an adequate minimum 
income, and which are usually com- 
pulsory as to membership. 

It is particularly important for the 
membership of this Society to note 
and ponder all manifestations of a 
conviction that private initiative, 
regulated by supervisory authorities, 
is not adequately meeting the risk 
problem of the public. Such a con- 
viction has social-insurance legisla- 
tion as its outlet. We should be pre- 
pared-to contribute our best judg- 
ment and technical ability to social 
insurance where that is desirable or 
inevitable, and to conduct private 
insurance in such fashion as best to 
satisfy the needs not met by social 
insurance. In a rationally organized 


society the two would be comple- 
mentary rather than competitive. 
Social insurance, as a broad na- 





tional policy, is something of a nov- 
elty in the United States, but the 
rest of the world has long accepted 
it. If you would learn how far it 
has been accepted, I recommend that 
you read “Approaches to Social Se- 
curity — An International Survey,” 
published this year by the Interna- 
tional Labour Office. This study in- 
dicates that “There is a strong, broad 
tendency to bring all persons em- 
ployed in manual work and the lower 
ranks of salaried employees within 
the scope of compulsory insurance in 
all its branches.” 

The British Parliament, some 18 
months ago, appointed a committee, 
of which Sir William Beveridge was 
named chairman, to draw up a scheme 
to meet post-war security problems. 
The New York Times reported re- 
cently that he will recommend “the 
introduction of a comprehensive sys- 
tem of social insurance and the es- 
tablishment of a national income 
minimum below which none would 
fall.” More significant for us, there 
was introduced in Congress on Sep- 
tember 9th of this year a bill,? pro- 
viding for a broad federal social-in- 
surance program and adding dis- 
ability and hospitalization benefits to 
the provision already made by the 
Social Security Act. This bill un- 
questionably embodies proposals for 
which there is considerable support, 
and it, or other similar bills, will 
probably be given extensive con- 
sideration by Congress. 

* * & 

© far, casualty actuaries have 

had practically no part in the 
origination, establishment, adminis- 
tration, or development of social in- 
surance, other than workmen’s com- 
pensation. Life actuaries have had 
some part, but they have been more 
or less on the side lines. Social in- 
surance has been in the hands of 
persons highly interested in ends but 
somewhat impatient with questions 
of means. And the actuaries, par- 
ticularly the casualty actuaries, have 
held themselves aloof — or perhaps 
their interest has not been aroused. 

The greater participation of the 
life actuaries in the discussion and 
practice of social insurance is at least 
partly to be explained by the fact 
that the most generally accepted de- 
velopment in that field is old-age and 
survivors insurance. There are the 
further facts that social insurance, 
actual and proposed, does not 
threaten and may even benefit life 
insurance as a business, and that 
their experience with group insur- 
ance has developed their understand- 
ing of mass treatment of insurance 











problems. Granting that old-age and 
survivors insurance is primarily the 
concern of the life actuary, it seems 
to me that unemployment and dis- 
ability insurance should be very much 
the concern of the casualty actuary. 
The hazards of both these fields are 
the same as, or akin to, those found 
in casualty insurance. 

It may be thought that unemploy- 
ment insurance does not lend itself 
to actuarial treatment, and it may be 
true that it will never be possible 
to predict losses due to unemploy- 
ment with even approximate ac- 
curacy. But certainly the planning 
and administration of this form of 
social insurance would benefit from 
the type of analysis in which actu- 
aries are skilled. Records should be 
set up so as to facilitate whatever 
actuarial analysis is possible, and full 
use should be made of statistical in- 
dications. Such analysis might even- 
tually show how the unemployment 
risk can be controlled and measured. 

Social disability insurance beyond 
that provided by workmen’s com- 
pensation has been adopted in only 
one state. But we shall hear more 
of it, and of its concomitants, medi- 
cal care and hospitalization insur- 
ance, in the future, probably in the 
immediate future, in the form of 
specific legislative proposals, recom- 
mendations from high places, and 
urgings from a variety of sources. In 
fact, the first efforts to establish a 
federal scheme of temporary and per- 
manent disability insurance have been 
made. 

Here is a field in which the casu- 
alty actuary has basic material and 
techniques, and in which his services 
in analyzing proposals and in fur- 
nishing guidance could be of out- 
standing value. But he must under- 
stand social insurance as such, its 
purposes and its essential procedures, 
if his services are to be really useful. 
He is cost-minded, realistic, and no- 
one so well as he knows what figures 
indicate, and how misleading or in- 
adequate they may be. One of the 
greatest services he can render is to 
point out persistently that social in- 
surance and private insurance, what- 
ever they may have in common, have 
marked and important divergencies. 
As Hohaus has said, social insurance 
“is a new creation . . . requiring an 
actuarial technique that may some- 
times seem rank heresy to the ortho- 
dox private insurance actuary.” 

The private insurer and its insur- 
eds may sell, buy, continue, or re- 
new insurance on a mutually volun- 
tary basis — the more important so- 
cial-insurance schemes are based on 





8 ‘Social Insurance in a Democracy,”’ an address 
before the American Life Convention, October 7, 1942. 
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compulsorily assembled groups and 
are operated in accordance with stat- 
utory and administrative rules which 
largely eliminate personal judgment 
and volition. In the long run, in pri- 
vate insurance, there must be some 
relationship between the cost of pro- 
viding protection to the individual 
insured and the premium charged for 
it — the contribution of the indi- 
vidual to social-insurance schemes is 
generally determined by other con- 
siderations. The private insurer must 
make its offering attractive to the 
buying public — the government is 
restricted only by the rather tenuous 
control of the democratic process. 
Preservation of precise equities for 
the individual insured is the ideal 
of private insurance — satisfaction 
of social needs the aim of social in- 
surance. And where the private and 
therefore mortal insurer must hold 
solvency first of its concerns, the gov- 
ernment need consider only its abil- 
ity to collect the special or general 
taxes necessary to support its scheme. 

And still we hear, and shall con- 
tinue to hear, arguments that this or 
that should be part of a social-insur- 
ance scheme because it is done in 
private insurance. 

If it is proposed that the govern- 
ment furnish an insurance service 
which is generally needed, there are 
four tenable answers: that the serv- 
ice is entirely impracticable, that the 
government cannot properly furnish 
the service, that private initiative can 
furnish it to better general advantage, 
or that it should be furnished by the 
government, either direct or through 
the agency of private carriers. In 
any event the actuary should lend 
his special competence to the solu- 
tion of whatever problems may arise. 

One last word — when it is rea- 
sonably clear that social provision 
of insurance is desirable or inevitable, 
the actuary should be among the first 
to recognize it and to prepare for it. 








Insurance and Credit 
(Continued from page 16) 

tee was frank and honest enough to 
admit that our telegram was instru- 
mental in protecting the creditors 
and they were indebted to us for final 

payment in full of their claims. 
The matter of co-insurance should 
be understood by credit men and 
merchants. It seems ridiculous to 
think that some of them are not in- 
formed on this subject. Many per- 
sons think that if they sustain a par- 
tial loss of $5000 on a stock of goods 
valued at $10,000 with insurance of 
$5000, they can collect the full 
amount of the contract, failing to 
realize that they have made them- 
selves co-insurers on one-half of the 
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risk, and therefore, can only collect 
one-half of the loss, or $2500 from 
the Insurance Company. Hence, in 
an effort to reduce a necessary ex- 
pense of the business, a dealer is 
gambling with himself. * * * 

= * * 


HEN the credit man is in the 

store of a customer and evi- 
dences are apparent of carelessness, 
there should be no hesitation to call 
attention to them, if they are likely 
to present a hazardous condition, He 
should advise against the hanging of 
electric light cords on nails, or open 
electric wiring, the storage of refuse 
in the backroom, the accumulation of 
dirt, paper and other combustible 
rubbish; he should suggest the use 
of good chemical fire extinguishers 
and the training of the help in using 
them. Inspections by the insurance 
company can be arranged without 
cost. He should also point out that 
all such precautions will probably re- 
sult in the lowest insurance rate. It 
might be advisable, in going into the 
affairs of a customer, to look over 
the insurance policies. Credit men 
may ve surprised to find that some- 
times policies have expired without 
the customer’s knowledge. The de- 
scription of the property insured and 
its location may vary to such an ex- 
tent in the insurance policies as to 
raise the question as to whether the 
same property has been covered. The 
responsibility of the insurance com- 
pany and its record in the insurance 
field can be readily ascertained, if 
there is any question on that score. 
They are rendering the customer real 
service in checking these matters for, 
after all, while the agent may be a 
friend of the customer, he is, as a 
matter of fact, the agent and repre- 
sentative of the company. 

Credit men cannot avoid the obli- 
gation to act as insurance counselors 
to customers. Surely the salesman 
cannot be expected to assume the 
job. Just who in an organization 
can give intelligent and proper ad- 
vice on the subject other than the 
credit man? Is he prepared to meet 
the issue? 

It would be possible to continue at 
some length a discourse on the im- 
portance of fire insurance and what 
the credit man and his customers 
should know about it. Insurance does 
play a part in the basis for credit. 
Without it, the dealer, who sus- 
tains a total loss, is unable to pay 
his debts. Fire insurance has_be- 
come such a recognized necessity in 
connection with business that, when 
the merchant makes the statement 
that he “has none and does not be- 
lieve in it,” it is time to question 
his ability to handle his affairs. 
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CRITICAL N.F.P.A. REPORT SEES STIFFENING 
REGULATIONS AS BOSTON CAFE FIRE RESULT 


WAVE of state and municipal 
A legislative proposals aimed at 

control of night club fire haz- 
ards is expected by most fire pre- 
ventionists to be the aftermath of 
the Nov. 28 fire in Boston’s Cocoa- 
nut Grove night club. The disaster, 
in which some 490 men and women 
lost their lives and many others 
were burned severely, has been ex- 
ceeded in fatalities by only one other 
fire in United States history — the 
[roquois Theater fire of 1903 in Chi- 
cago, which led to stringent regula- 
tions of theater fire hazards. 

This is the prediction of Robert S. 
Moulton of Boston, technical secre- 
tary of the National Fire Protection 
\ssociation and secretary of that or- 
ganization’s committee on safety to 
life, in the following recent state- 
ment which his position makes one 
of the most significant which has 
been published since the tragedy : 

“The Cocoanut Grove Night Club 
tragedy is clearly due to gross vio- 
lation of several of the fundamental 
principles of fire safety which have 
been demonstrated by years of ex- 
perience and which should be well 
known to everybody. It is too soon 
as yet to determine the responsibility, 
to evaluate the part that may have 
been played by the chaotic condition 
of Boston’s building laws, incompe- 
tent enforcement, political influence 
and careless management, but the 
main lessons are clear. 

“A night club is essentially a place 
of public assembly in the same life 
hazard class with a theater, but hav- 
ing greater possibilities of fire. As a 
result of the Iroquois Theater fire in 
Chicago in 1903, when 602 people 
were burned to death, theaters in 
the United States are well regulated 
by fire laws. Automatic sprinklers 
are required over combustible stage 
scenery, adequate exits are required 
and regular inspections are made in 
accordance with the law to make sure 
that exits are free and unobstructed 
and that all fire precautions are ob- 
served. No such safeguards have 
been applied to night clubs, which 
are far more dangerous than theaters. 
Night clubs commonly are located 
in old buildings made over for the 
purpose, and practically every known 
rule of fire safety is violated. The 
Cocoanut Grove building was cer- 
tainly no worse than hundreds of 
other night clubs located through- 
out the United States. 

“The most glaring feature of this 
tragedy was the lack of proper ex- 


its. The National Fire Protection 
Association in’ its Building Exits 
Code, which is a well recognized 
standard prepared by a representa- 
tive committee of national experts, 
contains in its provisions on places 
of public assembly a number of basic 
requirements which, if observed, 
would clearly have prevented this 
tragedy. 

“Revolving doors have long been 
considered by the N.F.P.A. Com- 
mittee on Safety to Life as a men- 
ace under fire and panic conditions. 
Even though a revolving door may 
be of the so-called ‘collapsible’ type, 
it can readily serve as a death trap. 
The N.F.P.A. Building Exits Code 
prohibits revolving doors as required 
means of exit in places of public as- 
sembly, and further specifies that if 
revolving doors are used there must 
be a swinging door immediately ad- 
joining or within 20 feet. In our 
opinion revolving doors should be 
prohibited in all places of public 
assembly. 

“Reports indicate that there were 
other doors from this building which 
might have served as exits but which 
were locked and one important door 
was hidden by drapes. The N.F.P.A. 
Building Exits Code requires that 
all doors be kept unlocked and un- 
obstructed at all times when a build- 
ing is occupied, also that in a place 
of public assembly no draperies shall 
be permitted in front of exit doors. 

“The basement lounge where many 
persons perished violated the funda- 
mental rule that there shall be two 
clearly marked exits, so arranged 
that if one is blocked during a fire 
the other will furnish a safe path of 
escape. A clearly marked second exit 
from this room leading directly to 
the outside of the building, as pro- 
vided in the Building Exits Code, 
would have saved many lives. 

“The immediate cause of the start 
of this fire is unimportant and too 
much blame should not be attached 
to the boy who was responsible. With 
a large quantity of highly combust- 
ible decorative material, fire might 
have started from any one of a num- 
ber of causes. The main factor was 
the presence of the combustible ma- 
terial in violation of the Building 
Exits Code which provides: ‘Paper 
and cloth decorative material should 
be kept to a minimum in places of 
public assembly since such flimsy ma- 
terials increase the hazard of the 
kindling and spread of fire.’ Com- 
bustible decorations can be flame- 





proofed but effective flameproofing 
requires careful treatment and at 
best no chemical treatment of com- 
bustible materials actually makes 
them fireproof. Some chemicals used 
for flameproofing may generate nox- 
ious smoke when heated and accord- 
ing to reports this may have been 
an important factor in this fire. The 
N.F.P.A. has published standards on 
the flameproofing of combustible ma- 
terials but advises against placing 
too much reliance on such treatments. 

“A standard automatic sprinkler 
system would have prevented this 
tragedy. A few sprinkler heads, 
opened by the heat of the fire, would 
have stopped the blaze in its in- 
cipiency. In the 50-year records of 
the National Fire Protection Asso- 
ciation, there is no case on record 
where any major loss of life by fire 
has occurred in a building equipped 
with a standard automatic sprinkler 
system. 

“The fire department apparently 
did excellent work in this fire. It 
clearly shows, however, the fallacy 
of relying upon any fire department, 
no matter how efficient, to prevent 
loss of life by fire in a crowded build- 
ing. Even though the fire depart- 
ment is on the scene immediately, 
they are largely powerless to rescue 
the helpless victims trapped inside. 

“As a result of this fire, there will 
doubtless be a wave of state and city 
legislation regulating night clubs. It 
is indeed high time that these poten- 
tial death traps are brought into line 
with the established fire safety re- 
quirements that have long been ap- 
plied to theaters and other places 
of public assembly. The Building 
Exits Code of the National Fire Pro- 
tection Association, which dates back 
to 1913, is available as a guide for 
legislation which will require reason- 
able fire safeguards involving a min- 
imum of inconvenience and expense 
to the operators. No legislation, how- 
ever, will be effective in preventing 
repetition of such tragedies unless it 
is competently enforced without in- 
terference by political or commercial 
interests.” 

According to the State Compensa- 
tion Commission the Cocoanut Grove, 
Inc., did not carry workmen’s com- 
pensation insurance for its employees 
and unofficial reports indicate there 
was no public liability coverage taken 
out by the Corporation. Fire insur- 
ance in the amount of $165,000, how- 
ever, was carried on the building, 
fixtures and contents. 

Following the holocaust life insur- 
ance circles estimated that claims un- 
der life insurance policies held by 
victims might aggregate more than 


$3,000,000. 











Commissioners Convention 
(Continued from page 14) 


A’ one of the open sessions of 
the Executive Committee, C. 
W. Pierce, president of the Factory 
Insurance Association, discussed the 
question of commissions on prop- 
erty owned or leased by the Defense 
Plant Corporation. He stated that 
in his opinion if the states did not 
readily concur in the D.F.C.’s pro- 
posal that a total commission ex- 
pense loading in excess of 5 per 
cent is not justified, and that com- 
mission expense loading shall not 
exceed this figure, this business might 
eventually be insured by the Gov- 
ernment. Commenting on the situa- 
tion, Mr. Pierce said in part: 

“There is a strong sentiment in many 
circles in Washington and in D.P.C. in 
favor of Government insurance on all 
Government property. We were en- 
tirely unwilling to assume the respon- 
sibility of saying that we would not 
consider favorably D.P.C. proposal as 
a war effort and a war measure. If 
we had taken that position, this entire 
program of 7 or 8 billions of insurance 
would be taken over by the Govern- 
ment. I know that apparently this 
whole cut in cost comes from the agent. 
The companies get approximately the 
same amount of money out of it, but I 
am also mindful that the companies are 
giving a very broad form in connection 
with this particular contract and there 
are additional expenses. 

“This proposition has been approved 
in many states. In some states Com- 
missioners believe that state laws block 
the proposal. Some Commissioners 
have agreed. to allow the writing of 
this business if no formal complaint is 
filed. I feel that it is to the interest 
of insurance agents and insurance com- 
panies alike to require that this par- 
ticular situation be faced and met as a 
war measure and that the proposal be 
adopted by all states.” 


Others who spoke on this subject 
included L. C. Hilgeman, Milwau- 
kee, chairman of the National Asso- 
ciation of Insurance Agents’ Com- 
mittee, which has been studying this 
problem; A. B. Berkeley, Cleveland, 
president of the Ohio Association of 
Insurance Agents; and J]. I’. Van 
Vechten, Akron, Ohio. 

The agents leaned to the view 
that if a reduction was justified the 
force of it should not fall on the 
agent alone — that the company 
should bear its share. Mr. Pierce 
tried to explain that the companies 
were assuming a greater hazard due 
to the use of a much broader form 
and therefore could not afford to cut 
their own share of the premiums 
paid. No explanation was made of 
the failure of the business to resist 
the type of pressure which Mr. 
Pierce intimated was being put on 
the companies by the D.P.C. Some 
feeling has been expressed that this 
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failure is not understandable if it be 
true that the present rates are fair 
and reasonable in the light of the 
experience and the hazards covered. 


Reports of such committees as met 
during the New York meeting are 
summarized below. 

The sub-committee on taxation 
under the chairmanship of Commis- 
sioner Earle of Oregon met briefly 
to discuss taxation of marine pre- 
miums. No definite action was taken 
by the group as informal discussion 
developed that more study would 
have to be given the formula before 
the majority of states could be asked 
to pass on it. Commissioner Burt of 
South Dakota, in an effort to pro- 
mote a wider familiarity with the 
formula, proposed that the newly or- 
ganized mid-western Conference of 
Commissioners call a meeting of their 
group for the purpose of reviewing 
the plan in detail. 


A brief discussion of the contin- 
gency loading formula adopted in 
1934 occupied the attention of the 
Committee on Compensation. Clar- 
ence W. Hobbs, Special Representa- 
tive of the National Association of 
Insurance Commissioners on the Na- 
tional Council on Compensation In- 
surance, suggested to Chairman Duel 
of Wisconsin that a small committee 
be appointed to sit with the National 
Council and other interested parties 
to consider the contingency loading 
formula. At an open meeting of 
the entire Convention, Commissioner 
Duel asked for permission to ap- 
point a special committee of five, 
which would include two commis- 
sioners not members of the Compen- 
sation group, to consult with the 
National Council on the question of 
reviewing the contingency loading 
formula. The request was granted. 

The Committee on Valuations, 
headed by Pink of New York, re- 
ceived and considered the report of 
Robert W. Watt, Director, Moody’s 
Investors Service, which acts as 
agent for the committee with respect 
to determining valuation of securi- 
ties other than real estate. In a dis- 
cussion of the report several com- 
missioners stated that some mayors 
of small cities had been disturbed by 
the lengthy questionnaires sent out 
by Moody’s because the probe for 
data on these revenue bonds had 
caused uneasiness among investors. 
Mr. Watt pointed out that the lack 
of complete information sought in the 
questionnaire would not affect the 
bond’s standing. Superintendent Pink 
also pointed out that much effort is 
being expended to arrive at proper 
valuations but that the problem is 
highly complicated, especially in such 
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areas as the Philippines, where there 
is no practical way of arriving at 
accurate appraisals. 

Commissioner Harrington, report- 
ing for the sub-committee on indus- 
trial life insurance, recommended 
in order that states be informed 
on company compliance with require- 
ments set out by the Commissioners 
last June, that examiners shall indi- 
cate the extent of compliance, when 
examining those companies. 

As chairman of a sub-committee on 
real estate appraisals and forms, 
Commissioner Harrington reported 
as follows: 

“During the past six 
Honorable Frank J. Viehmann con- 
ducted a survey to determine the ex- 
tent to which real estate rules adopted 
by the convention are being applied 
by the various States. Fourteen States 
have reported the rules are being used 
in their entirety. Various reports have 
been received with respect to 28 other 
States. A further study of this survey 
will be made by the committee and a 
report rendered at the next session. 
Your committee unanimously recom- 
mends that all departments not pres- 
ently using the rules give consideration 
to their adoption and use and report 
their action to the Honorable Frank J. 
Viehmann of Indiana. The committee 
feels that no change in the rules is 
presently necessary.” 


HE meeting of the examina- 

tions committee, presided over 
by chairman Jess G. Read of Okla- 
homa, was enlivened by Commis- 
sioner OQ. P. Lockhart of Texas who 
condemned the use of junior or in- 
experienced examiners at full per 
diem rates and expenses. He con- 
tended that no examiner should be 
sent out unless he was a staff man 
and a regular department employee. 
He stated that if the present prac- 
tice of some state departments in 
assigning incompetent examiners at 
a charge of $35 per day to the com- 
panies was not remedied, and that 
type of examiner eliminated, federal 
supervision would not be far in the 
offing. 

A model statute dealing with the 
subject of unauthorized insurance 
was reviewed by the committee on 
laws and legislation headed by Di- 
rector Fraizer of Nebraska. The 
study of unauthorized carriers, Di- 
rector Fraizer pointed out, will be 
continued by a sub-committee under 
Commissioner Seth 8B. Thompson of 
Oregon. A_ review of suggested 
model legislation dealing with this 
subject, it was announced, will be 
sent to all states where legislatures 
convene in 1943 in an effort to cope 
with the problem in so far as is pos- 
sible. The session was enlivened by 
a vigorous plea of D. Roger Kenney 
of the United States Investor that 


months the 
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the convention take prompt and defi- 
nite action. 

A request that the committee to 
investigate automobile finance busi- 
ness be discharged because of com- 
pletion of its duties was made by 
Commissioner McCormack of Ten- 
nessee, chairman of the body. He 
reported that 29 states now have 
adopted uniform practices in automo- 
bile insurance financing in conform- 
ity with rulings recommended for 
use. 

Superintendent Pink, as co-ordi- 
nator of the special commissioners’ 
committee appointed to bridge the 
gap between insurance protection of- 
fered by the War Damage Corpora- 
tion and that sold by commercial in- 
surance companies, recommended to 
the Executive Committee that the 
carriers revise their fire policies and 
extended coverage of war risk exclu- 
sion clauses so as to exclude all 
losses intended to be assumed by the 
War Damage Corporation. No defi- 
nite decision has yet been reached 
by the companies in relation to 
bridging the gap, Superintendent 
Pink reported, and if no action is 
taken within the next 60 days he 
will take up the matter with the 
W.D.C. seeking an extension of gov- 
ernment insurance. In his report to 
the Executive Committee, Superin- 
tendent Pink said: 

“At the present 


time there is un- 
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doubtedly some duplication of coverage 
between the War Damage Corporation 
and the fire policy of the companies. 
The War Damage Corporation is only 
liable when there is no other or in- 
sufficient coverage and it would seem 
to be in the interests of the companies 
themselves to have a specific exclusion 
in the policy against enemy attack and 
action of the armed naval, military 
and/or air forces of the United States 
in resisting enemy attack. 

“The ‘hazards not covered’ clause 
should be amended by deleting the 
words ‘invasion’ and ‘military or usurped 
power’ and inserting in lieu thereof the 
phraseology of the coverage of the War 
Damage Corporation. This would make 
the War Damage Corporation liable for 
all acts properly covered by its contract 
and would relieve the companies from 
possible overlapping. It would also make 
the companies responsible in those cases 
which are excluded by the War Dam- 
age Corporation and might increase the 
liability of the private companies to 
some extent. Such an exclusion clause 
would be greatly in the interest of the 
public because it would eliminate the 
danger of falling between the two cov- 
erages. It may be that the companies 
would be entitled to an increase in rates 
if the hazard is substantially increased. 
As this point is doubtful it would seem 
to be a matter for further study by the 
rating organizations of the companies 
and of the supervising authorities.” 


The Convention was adjourned 
Wednesday afternoon following the 
adoption of memorial resolutions on 
the deaths of Dan C. Boney, Mat- 
thew H. Taggart, Paul L. Haid and 
J. H. Doyle. 


Interstate Rating Reports 


A Presentation of the Conclusions Reached by the Various Committees 


Who Have Been Studying This Problem 


Casualty Advisory Committee 


(Report of Mutual Members) 

HE Casualty Advisory Com- 

mittee on Interstate Rating was 
appointed to consider and advise 
upon the problem of dealing with 
large interstate risks. This problem 
is important and complex enough to 
warrant extended consideration for 
its own solution rather than being 
used as a vehicle by one group of 
carriers to further what they con- 
ceive to be the solution of their own 
major competitive problem as against 
another group. Solutions advanced 
have appeared to tend toward the 
latter goal without actually solving 
the interstate problem as such. A 
more analytic and judicial approach 
is required. This is found to a sub- 
stantial degree in the memorandum 
prepared by Hon. Clarence W. Hobbs 
titled “Interstate Rating of Casu- 
alty Risks” and dated November 4, 
1942. This memorandum, together 
with the following additional state- 
ments of their own, the undersigned 


members of the Committee submit 
herewith as their report. 


Scope of the Casualty Problem 


The importance of ,treatment of 
casualty lines other than workmen’s 
compensation — as well as the latter 
— is indicated in Mr. Hobbs’ memo- 
randum to a considerably greater de- 
gree than in the expressed opinions 
of the majority of the members of 
the Committee. The compensation 
rating structure is very much more 
refined and accurate than that of 
other casualty lines. In all save a 
handful of states compensation rates 
are regulated and administered ; and 
the experience of all carriers reported 
and compiled under official statistical 
plans is the basis of the rates. On the 
other hand, this is true of the auto- 
mobile casualty lines only in about 
half a dozen states, and of the other 
casualty lines in only two states. It 
seems indeed strange that workmen’s 
compensation, which, among the cas- 
ualty lines, is now subject to the 
highest degree of careful supervision 





and now possesses the most accurate 
classification and rating structure, 
should be singled out as requiring 
control for interstate risks, while all 
the other casualty lines are left free 
and untrammeled in this field. In- 
terstate risks involve these other 
lines to a very substantial degree. 

Moreover, if, as Mr. Hobbs says, 
“The expense problem presents the 
major issue, and is the chief point 
on which competition turns,” it must 
be remembered that these other cas- 
ualty lines have expense loadings 20 
per cent to 50 per cent higher than 
the compensation loading. 


Retrospective Rating 

Universal compulsory retrospective 
rating has been proposed as the an- 
swer to the interstate problem. Yet 
retrospective rating as such is not the 
answer to anything. To attain what- 
ever effectiveness it may have, retro- 
spective rating must rest upon found- 
ation of accurate standard rates. In 
states where compensation rates are 
not regulated and administered there 
is no machinery for determining rea- 
sonably accurate standard rates for 
risks which might be subject to 
retrospective rating. For automo- 
bile lines in all’ save six or seven 
states and for other lines in all save 
two states, even the so-called man- 
ual rates may be and usually are 
based on only a very small part of 
the total experience. It should be 
evident that before universal retro- 
spective rating can be applied some 
procedure and machinery must be 
established to determine for all risks 
of all carriers the proper standard 
rates, in terms of which all the values 
and factors of a retrospective rating 
plan are expressed. Retrospective 
rating does not exist in a vacuum; 
it must be tied to some point of 
reference, and that point, the stand- 
ard premium, must be based on a 
standard rate determined with rea- 
sonable accuracy. 

e ee. 66°36 
The Expense Question 

T has been stated that the solu- 

tion of the interstate risk prob- 
lem would be the adoption of grada- 
tion of expense loading by size of 
risk, in order to bring the rate in all 
states down to actual cost, plus a 
reasonable profit, so that no further 
margin for reduction would exist in 
the non-regulated states. Yet, in the 
opinion of those submitting this re- 
port, the whole question of the ex- 
pense loading has not been given 
sufficient study, and has not been 
given sufficient analysis from a prac- 
tical and realistic viewpoint. 

Since 1936 and 1937 retrospective 
rating has been in effect in the ma- 











jority of states. All of the retrospec- 
tive plans in effect involve grada- 
tion of expense, either implicit or 
explicit. Yet, viewing the situation 
realistically, the very existence of 
this Committee indicates that such 
gradation has not solved the inter- 
state problem. 


There are two aspects of grada- 
tion which must be considered, the 
one legal, the other factual. Over 
the past ten years or more, grada- 
tion of expense loading by size of 
premium has been held illegal in 
many states, including New York. 
In fact, it was necessary to change 
the New York law to remove any 
doubt. To obtain universal inter- 
pretation of all existing state laws 
to permit gradation would be a dif- 
ficult task, probably impossible to 
accomplish. To obtain change of 
state laws to legalize gradation of 
expense universally would also be 
difficult, equally improbable of ac- 
complishment. 


Even if gradation of expense by 
size of premium were legalized, there 
still remains the factual aspect of 
its determination. What is the proper 
degree of gradation? Merely to pick 
a point at which gradation shall be- 
gin, and to pick a rate of gradation, 
and to pick a limit, is hardly a suf- 
ficient answer to the question. Fur- 
thermore, it is acknowledged by all 
that size alone is not the qnly de- 
terminant of expense requirement on 
a risk. The nature and character of 
the enterprise, the number of loca- 
tions and their geographical distribu- 
tion, are all of significant importance. 
When facts are called into question, 
the application of the principle of 
expense gradation presents a prob- 
lem of extreme difficulty. 


Furthermore, to bring rates down 
to a point at which no possible mar- 
gin for reduction is left is to imply 
that those carriers whose operating 
expense is above that bare minimum 
must retire from business. Such a 
result seems obvious, unless it is 
expected that what might be called 
fixed general overhead expense would 
not be spread over such “bare min- 
imum,” “out - of - pocket - expense - 
charge” business, but instead would 
be borne entirely by other business 
of the carrier. It is true that such 
a situation is not uncommon in the 
conduct of mercantile and manufac- 
turing enterprises, where, after fixed 
overhead has been met by a given 
volume of business already done, 
prices can be quoted on additional 
business exclusive of provision for 
such fixed overhead expense. It is 
logical, then, to pose the question as 
to what effect a plan of expense grad- 
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ation by size of premium would have 
on the smaller risks. Particularly 
in view of the fact that the officially 
filed expense data of the group of 
carriers proposing expense gradation 
shows no margin before application 
of such gradation, it seems inevitable 
that the rates of the smaller risks 
would have to be increased. This, 
too, is involved in a realistic con- 
sideration of the Committees prob- 
lem. 


Another important aspect of ex- 
pense gradation which has not been 
given sufficient consideration is the 
fact that a single scale of gradation 
is not properly applicable to the 
business of all groups and types of 
companies, stock non - participating 
companies, stock participating com- 
panies, mutual companies, recip- 
rocals, and state funds all have in 
general different expense require- 
ments; and the same scale of grada- 
tion will not fit them all. A degree 
of gradation applicable to the busi- 
ness of non-participating stock car- 
riers, with relatively high expense 
requirements, will not apply with 
even approximate validity to the 
business of other groups of carriers, 
such as mutual or reciprocal carriers, 
whose methods of operation pro- 
duce average expense requirements 
on a considerably lower level. 


Having in mind the difficulties 
made evident by a legal and factual 
consideration of expense gradation, 
perhaps the solution offering most 
hope is that suggested by Mr. Hobbs 
in his memorandum. His suggestion 
is that pure premiums might be es- 
tablished to be used uniformly «by 
all carriers, with minimum and max- 
imum expense loadings to be estab- 
lished, within the limits of which 
freedom of competition would ex- 
ist. The established pure premiums 
would provide a proper basis for 
statutory loss reserves, thus fulfill- 
ing an important function of regula- 
tion, which is to insure solvency of 
the companies. The veritable ex- 
pense loading would provide scope, 
within the legal framework and ac- 
cording to the type, character, and 
efficiency of the carrier and the na- 
ture of the risk, for the handling of 
those risks, in all of the casualty lines, 
which present the problem before the 
Committee. Unfair discrimination 
can be prevented by requiring each 
carrier or group of carriers to file 
its standard of expense loadings 
within the minimum and maximum 
approved, applicable to the types or 
classifications of risks adopted, such 
standard to be applied uniformly to 
all similar risks. 
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The Regulatory and 
Administrative Problem 


HILE the importance of rate 

administration as an aspect of 
regulation has been minimized by 
some members of the Committee, it 
would seem, nevertheless, that proper 
administration is of the very essence 
of a solution to our problem. This 
is recognized by Mr. Hobbs in his 
memorandum, specifically in items 
(d) and (e) of section III “The 
Supervisory Problem.” The _prac- 
tices in the handling of interstate 
risks complained of by the authori- 
ties of New York and other states, 
incident to non-regulated state ex- 
posures, can be resolved either by 
universal regulation or universal 
non-regulation. Anything in between 
leaves these authorities where they 
are, or else in the position that some 
degree of technical illegality can be 
condoned if it does not go too far. 
No rating program, including any 
program of gradation of expense 
down to a bare minimum charge, will 
engender automatic adherence to it- 
self by all concerned. Effective ad- 
ministrative machinery backed by su- 
pervisory authorities of all states, 
applicable to all jurisdictions and all 
carriers, must be set up if any rat- 
ing program, now existing or to come 
in the future, is to be applied so as 
to eliminate practices now com- 
plained of. This would appear to be 
the paramount necessity. The al- 
ternative is to eliminate present regu- 
lation. 


Conclusion 


The mutual company members of 
the Committee are of the opinion 
that any adequate solution of the 
problem of Interstate Rating must 
be based upon the establishment of 
adequate and reasonable pure pre- 
miums for all lines of casualty in- 
surance in all states, combined with 
the establishment of adequate admin- 
istrative procedure to insure that 
carriers adhere to their adopted rates. 

Perhaps the suggestion of Mr. 
Hobbs for establishing uniform pure 
premiums with-minimum and maxi- 
mum expense loadings under which 
each carrier or group of carriers 
would adopt their standard applicable 
to a classification of risks, offers the 
most hope of immediate solution 
within present regulatory require- 
ments, provided adequate adminis- 
trative procedure can be adopted. 

H. J. Ginsburgh 
H. W. Yount 
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Casualty Advisory Committee 
(Report of Stock Members) 


HE Casualty Advisory Commit- 

tee on Interstate Rating which 
was appointed to make recommenda- 
tions to the Committee on Interstate 
Rating and Allocation of Premiums 
of the National Association of In- 
surance Commissioners has _ held 
three meetings, the first on Septem- 
ber 11, 1942, the second on Octo- 
ber 22, 1942, and the third on Nov- 
ember 27, 1942. As a result of the 
discussions at these meetings the 
following report and recommenda- 
tions are submitted as the views of 
the majority members of the Com- 
mittee and a separate report of the 
minority members of the Committee 
is attached. 


Scope of the Casualty Problem 

Briefly, the problem which the 
Casualty Advisory Committee has 
been considering is as follows: Un- 
der stress of competition a condition 
has arisen, chiefly in connection with 
large multiple state risks, wherein 
competitive rate making is effected 
by cutting the rate in a state where 
rate regulation does not exist or on 
lines of insurance which are not sub- 
ject to rate regulation. A competi- 
tion that impairs company solvency 
or makes unscrupulous use of insur- 
ance contracts is obviously bad for 
the business generaily. But a com- 
petition that produces better and 
fairer policy contracts, that gives 
protection better suited to the pol- 
icyholder’s need, that actually re- 
duces cost and gives the policyholder 
the advantage of it, that gives supe- 
rior service in safety engineering, 
claim adjustment and the like is 
sound competition and should be en- 
couraged. 

Competition of the first type is in- 
defensible and all possible steps 
should be taken to eliminate it. Un- 
fortunately competition of the sec- 
ond type has produced results in 
some cases which although equitable 
to both the policyholder and the in- 
surer, are not in conformity with 
the interpretations of the various 
state regulatory laws followed by su- 
pervising officials. Undoubtedly the 
supervisory officials have taken this 
position reluctantly,- doing so only 
because they feel that there are lim- 
itations beyond which they cannot go 
in the administration of their regu- 
latory statutes. Thus the problem 
becomes one of developing some plan 
or plans which will produce a pre- 
mium commensurate with the risk 
and the service rendered to it, while 
at the same time conforming to the 
statutory requirements of the vari- 
ous states. 
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The Competitive Issue 

lrequently, competition arises 
from the fact that present rate-mak- 
ing methods used in producing man- 
ual rates do not fit all risks assigned 
to classifications. Manual classifica- 
tions group risks by types convenient 
for underwriting purposes. Manual 
rates contain two elements — an 
element reflecting the average loss 
cost of the group, and an element 
designed to cover expenses. Normal 
procedure is to compute a pure pre- 
mium representing loss. cost and to 
load this pure premium for expenses 
by a percentage loading. As long as 
the classification embraces only risks 
reasonably homogeneous, that is, hav- 
ing a fairly close similarity in loss 
cost and entailing a fairly uniform 
expense, this method works well, but 
where the risks are not homogeneous, 
the averages fit only a portion of the 
risks. For some they are too low, 
and the risks become uninsurable ; 
for some they are too high, yielding 
a margin of advantage which leads to 
active competition. 

The problem has been acutely felt 
in workmen’s compensation insur- 
ance for the reasons that workmen’s 
compensation rates are regulated in 
nearly all states and that the work- 
men’s compensation premium is such 
a large portion of the total casualty 
premium developed by risks with 
multiple state operations. We feel 
that any solution which may be de- 
veloped for workmen’s compensation 
can likewise be extended to other 
lines. A start must be made some- 
where and it is our belief that work- 
men’s compensation presents the best 
vehicle for such a start. Further- 
more, while problems arising out of 
interstate risks are the primary con- 
sideration, it is obvious that a solu- 
tion to the problem created by the 
large multiple state risk would also 
be applicable to the large intrastate 
risk. 

The chief troubles with loss cost 


to be regularly too low for the smaller 
risks and too high for the larger risks. 
To meet these conditions several 
methods have been used. Chronologi- 
cally these are: 

(1) Schedule Rating. This sought to 
make rate differentials, partly on spec- 
ific items, partly on items of safety 
education and medical equipment, sup- 
plemented by a loss cost test. It proved 
ultimately cumbersome and difficult to 
apply, and has been abandoned in all 
but a few states. 

(2) Experience Rating. This sought 
to make rate differentials by weighting 
risk experience against the experience 
of the class. This method has been 
carefully developed and improved and 
serves a very good purpose. 

(3) Loss Constants. These were in- 
troduced to meet the well established 
fact that there is a variation in loss cost 
by size of risk. The method used is to 
add a constant to the premium pro- 
duced by applying manual rate to pay- 
roll on all risks below experience rat- 
ing size, making a counter-balancing re- 
duction in manual rate. This likewise 
serves a useful purpose. 

(4) Retrospective Rating. An impor- 
tant element of retrospective rating is 
with regard to expense, but retrospec- 
tive rating also effects an equitable ad- 
justment of rate in accordance with the 
risk’s own experience. 


* * * 
The Expense Problem 
HE expense problem presents 
the major issue and is the chief 
point upon which competition turns. 
Workmen’s compensation premiums 
range in size from a few dollars to 
a million dollars or more for an in- 
dividual risk. The normal expense 
loading constitutes 40 per cent of 
the manual rate, divided as follows: 





RI 555k dks ss shes 17.5 
Claim Adjustment ........ 8.0 
General Expense ......... 7s 
ic .. 2. Sn 2.0 
Inspection and Bureau..... a0 
TE ik Sh arcdt eaxneeeds 2.5 

40.0 


For different sizes of premium, 
these produce the following amounts : 








$10 $100 

Acquisition ....00..0........ Wee be $17.50 
Claim Adjustment........ 80 8.00 
General Expense . ienten ee 7.50 
Payroll Audit ......... .20 2.00 
Inspection and Bureau Ao 2.50 
Taxes ..... is , : ys. 2.50 
Total..... ee se ee $4.00 $40.00 





$1,000 $10,000 $100,000 $1,000,000 
$175 $1,750 $17,500 $175,000 
80 800 8,000 80,000 
75 750 7,500 75,000 
20 200 2,000 20,000 
25 250 2,500 25,000 
25 250 2,500 25,000 
$400 $4,000 $40,000 $400,000 








pure premiums as applied to indi- 
vidual workmen’s compensation risks 
arise from two facts: (a) a variation 
in loss cost by individual risk, not 
due to mere chance but to conditions 
of equipment, management or oper- 
ation making for a loss cost higher 
or lower than average, and (b) a 
well-marked variation in loss cost by 
size of risk, causing the manual rate 


It takes but a glance at these figures 
to see that at the lower end of the 
scale the expense allowance is alto- 
gether inadequate, while at the up- 
per end of the scale it is grossly ex- 
cessive. The first fact has been met 
to some extent by the universal adop- 
tion of a system of minimum premi- 
ums and by the adoption of a fairly 
common, but far from uniform, sys- 
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temi of expense constants with coun- 
terbalancing reduction in the ex- 
pense loading. An assured with a 
risk producing one million dollars in 
premiums cannot reasonably be asked 
to pay $400,000 of this amount for 
the expenses of administering his 
risk. This undoubtedly explains why 
so many large risks today are self- 
insurers. 

In self-defense, the insurance car- 
riers have been compelled to evolve 
means of getting back to the assured 
in some way a portion of the ex- 
cess. Participating carriers effect it 
by their dividend plans, while non- 
participating carriers have sought to 
accomplish the same result in various 
other ways, chief of which has been 
the use of a retrospective rating plan 
wherever permitted and the use of 
so-called equity rating methods in 
the non-regulated states which usu- 
ally take into consideration some- 
what lower commissions and other 
expense loadings than contemplated 
in the rating structure. 

The solution of the large multiple 
state risk problem must involve in 
one way or another some means of 
bringing down the rate in all states 
to actual cost plus a reasonable profit 
for the carrier so that there will be 
no margin for further reductions in 
the so-called open or non-regulated 
states or any necessity for such fur- 
ther reduction. This can be effected 
directly by a system of graded load- 
ings or it can be effected through 
retrospective rating plans which in- 
herently involve a system of graded 
loadings. It will be necessary in 
either case to extend the method 
adopted to all of the ordinary casu- 
alty lines and for the solution of the 
multiple state problem, to apply it 
with a fair degree of uniformity in 
all states. 

It is the recommendation of the 
majority members of the Committee 
that both prospective (guaranteed 
cost) and retrospective rating plans 
for workmen’s compensation insur- 
ance should be worked out for mul- 
tiple state application on a_ basis 
which will embrace a fair and ade- 
quate system of graded commissions 
and other expense loadings. At the 
same time further studies should be 
made in the present method of ex- 
perience rating with a view to mak- 
ing any improvements found feasible 
for the purpose of accurately reflect- 
ing the experience of individual risks 
in the determination of pure loss 
costs. 

If these suggestions are approved 
by the Committee on Interstate Rat- 
ing and Allocation of Premiums of 
the National Association of Insur- 
ance Commissioners and by the As- 
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sociation itself, it is our belief that 
through the leadership and instigation 
of the Association, companies and 
their organizations, and producers 
and their organizations should be 
able to work out with little delay 
the details of sound rating plans of 
the type suggested. 
e ® * 

The Supervisory Problem 
. JUPLED with any rating plans 

which may be developed as a 
solution to the multiple state risk 
problem is the necessity of sound 
supervision to make the plans work- 
able. Many suggestions have been 
made during the course of the Com- 
mittee’s deliberations on the subject 
of rate regulation. Some of these 
suggestions have proposed extension 
of present regulatory statutes, some 
favored tightening the present re- 
quirements and some mentioned the 
abolition of regulation in connection 
with the risks under consideration. 
Perhaps in certain cases it will be 
necessary to modify existing regu- 
latory laws but it is our belief that 
in general the plans which are pro- 
posed can be worked out within the 
framework of existing laws. 

The success or failure, the advan- 
tages or disadvantages of rate regu- 
lation depend only to a limited de- 
gree on the extent, rigidity or even 
the quality of their administration. 
Of the greatest importance, however, 
are the standards by which the legal- 
ity or illegality of insurance contracts 
is determined. Given standards which 
are in themselves unsound, or which 
in themselves contain elements of un- 
fair discrimination, the very act of 
regulating the rates to these stand- 
ards creates the identical condition 
that most regulatory laws were <e- 
signed to prevent and avoid. In many 
states today complete compliance 
with the rate regulatory laws under 
present rating plans results in unfair 
discrimination between risks. We 
feel that these laws should be con- 
strued by all states to permit grada- 
tion of expenses by size of risk when 
developed by an equitable method 
which takes into consideration the 
interests of policyholders, companies 
and producers. 

If the solution of the problem lies 
in the use of prospective and retro- 
spective rating plans with gradation 
of expenses, there should be general 
acceptance of reasonably uniform 
plans and a general acceptance of 
the principle that such plans may 
be applied interstate. This applies 
primarily to workmen’s compensa- 
tion insurance but should likewise 
involve other casualty lines, in which 
event the question of uniformity and 
of multiple state application would 
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remain the same. Particularly, in 
the case of those risks which have 
extremely important casualty lines 
other than workmen’s compensation, 
a comprehensive plan covering all 
such lines including workmen’s com- 
pensation would be needed. 

If it should develop that the prob- 
lem cannot be solved by giving rec- 
ognition to the principle of graded 
commissions and graded expense 
loadings within the framework of 
existing regulatory statutes, it is 
possible that the situation could be 
met by modifying existing laws so 
as to impose proper standards com- 
prehending an adequate and reason- 
able pure premium (automatic under 
retrospective rating), a reasonable 
maximum expense loading and an 
adequate minimum expense loading 
that may be charged, leaving the 
range between the high and the low 
free for gradation and recognizing a 
rate made within these limits as no 
violation of the anti-discrimination 
principle. ; 

The effectiveness of any rating 
plan or plans is contingent upon all 
or substantially all of the eligible 
business being written on such plan 
or plans. The logical method of ob- 
taining such uniformity would be to 
establish a single nationwide rate- 
making bureau having jurisdiction in 
all states, but too many difficulties 
lie in the way to make the creation 
of such a bureau feasible at this time. 
Before a nationwide rating bureau 
could be successfully organized and 
operated, it would be necessary to 
bring about much greater uniformity 
than now exists in the rate regula- 
tory requirements of the various 
states. The present situation wherein 
some states are anti-compact, some 
generally unregulated, some regu- 
lated only as to single lines, some 
more generally regulated, is unfor- 
tunate in many respects and doubly 
unfortunate with regard to risks op- 
erating in more than one state. Nev- 
ertheless, we feel that through the 
adoption and approval of the type of 
rating plans we have suggested, the 
incentive to resort to improper and 
indefensible rating methods would 
be largely removed because of the 
elimination of the excess margins 
which exist with respect to certain 
risks under present rating plans. 


The Tax Problem 

There has been a justifiable com- 
plaint that some states are not re- 
ceiving proper premium tax reve- 
nues on multiple state risks. When 
the insurance carrier on such a risk 
adheres to manual rates in regulated 
states and discounts manual rates in 
non-regulated states in an endeavor 
to produce an over-all premium com- 
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mensurate to the hazard involved, 
it is obvious that the non-regulated 
states do not receive their propor- 
tionate share of premium taxes. The 
primary goal under the proposed rat- 
ing plans is to produce an over-all 
rate which would leave little or no 
margin for tampering with rates in 
any state, whether regulated or non- 
regulated. If such rating plans can 
be applied uniformly throughout the 
country the premiums and the taxes 
payable thereon would be allocated 
fairly and equitably among all states. 
Conclusion 
We have attempted to be realistic 

and practical in our approach to this 
problem. We realize that our pro- 
posed solution is not a complete 
answer, but feel that a start should 
be made without delay and that our 
proposals provide an avenue through 
which rapid improvement over the 
present unsatisfactory situation may 
be reasonably anticipated. We strong- 
ly urge that the Commissioners take 
all necessary steps to carry out these 
proposals at the earliest possible 
moment and that this Committee or 
some other group representing the 
casualty insurance industry be made 
available for consultation and assist- 
ance in carrying out this program. 

Respectfully submitted, 

James M. Haines 

Sanford B. Perkins 

Rollin M. Clark, Chairman 

= & * 


Fire Advisory Committee 


S ) far as the fire insurance busi- 
ness is concerned, the principal 
problem has to do with the matter 
of rates and premiums applying to 
fire and various lines of extended 
coverage on chain stores and of 
warehouses and manufacturing prop- 
erties of corporations, usually large 
corporations, which have multiple 
business property locations in one 
or more states, and insured under 
reporting and floater forms. No gen- 
eral inclusion of buildings is contem- 
plated. The committee was unani- 
mously of the opinion that multiple- 
location risks of this type present 
both a practical and a technical prob- 
lem with respect to the making of 
rates for fire insurance and the cov- 
erages usually written in connection 
therewith, and that it would be with- 
out purpose to review in this report 
the existing rating practices due to 
the fact that the committee believed 
that a sensible, practical and gen- 
erally acceptable solution of the prob- 
lem is possible. 

The recommendations of the com- 
mittee, including some pertinent com- 
ments, are as follows: 

(1) That an organization be 
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formed, nationwide in scope and un- 
der balanced control from the point 
of view of the type of carrier, with 
jurisdiction over rules, rates and 
forms applying to fire and extended 
coverage on multiple location risks, 
the services of such organization to 
be available to carriers of all types. 

(2) The organization so estab- 
lished shall be controlled by a gov- 
erning committee which should con- 
tain an equal number of representa- 
tives of stock and non-stock carriers. 
We recommend that the functions of 
this group be supplemented by a 
committee appointed by the National 
Association of Insurance Commis- 
sioners (perhaps three in number) 
to act as a medium for deciding mat- 
ters on which the governing com- 
mittee may not be in agreement, or 
to decide any problem which may be 
presented by any subscriber or mem- 
ber of the organization. 


(3) The organization so estab- 
lished shall not be a rating organiza- 
tion except in the restricted sense 
that certain rules may be adopted 
with respect to 

(a) types of risks coming within the 
jurisdiction of the organization, 

(b) minimum premiums, 

(c) minimum amount of insurance or 
premium required to constitute a sepa- 
rate risk or to require the use of spe- 
cific local rates in the determination of 


an average rate on the entire policy, 
and 


(d) the application of credits and 
debits based upon number of locations 
and other factors as hereinafter de- 
scribed, or referred to in the exhibits. 

(4) Risks having five or more lo- 
cations under single ownership shall 
be subject to treatment by the or- 
ganization. It will be presumed that 
the governing committee will adopt 
certain rules as to what constitutes 
a location — for instance, a rule that 
no location shall be considered where 
the minimum amount of insurance 
paid for is less than $1,000 — as to 
minimum premiums, as to the forms, 
and as to the types of risks to be 
insured, 


(5) When a rate is requested re- 
specting a risk within the jurisdic- 
tion of the organization, the organi- 
zation shall figure an average rate 
based upon the specific rates at each 
location, with appropriate coinsur- 
ance credits, according to the estab- 
lished local rating bureaus, and ac- 
cording to average amount at risk, 
and that average rate shall be subject 
to a schedule of credits or debits. 
Summarized, the rates will be those 
produced by the application of the 
regular rates provided by the exist- 
ing rating organizations in the re- 
spective territories, modified by a 
schedule of credits or debits. 

(6) As to commissions or acquisi- 


tion costs, it is intended that the 
carriers shall pay the usual commis- 
sions on all risks regardless of size. 
No change is contemplated in exist- 
ing practices. The provisions of the 
laws of the respective states where 
property is insured under any such 
policy, respecting countersignature, 
shall be complied with. 


(7) Under this plan, the average 
rate under the policy applied to the 
amount of risk at the locations within 
the respective states would be used 
for the determination of the premium 
to be allocated to the respective 
states. The advisability of this is 
based upon the following considera- 
tions: 

(a) No state should suffer any loss 
of revenue because over the entire vol- 
ume of business transacted by all the 
companies the premiums allocated to 
each state will come out approximately 
the same, whether the average rate on 
all the risks is used or the average 
rate on risks within the state. On one 
policy the average rate on the entire 
line might be lower than the average 
rate on property located in state A. On 
another policy, the average rate on the 
policy might be higher than the aver- 
age rate on property in state A. Multi- 
ply these instances by the entire num- 
ber of similar policies and it seems un- 
likely that premiums reported to any 
particular state would have any sub- 
stantial variation between one method 
and the other. The advantage of the 
practice would be considerable in the 
way of reducing expenses of adminis- 
tration, in facilitating checkups, and in 
improving the real accuracy of premium 
allocations. 

(b) The states without rate regula- 
tion should profit to the extent that there 
is basis for the contention that under 
present procedure “standard” rates have 
been charged in regulated states and 
“cut” rates in non-regulated states, with 
the result that the premiums allocated 
to the non-regulated states are lower 
than they would be if the premium were 
allocated according to the average rate 
applying to the entire line. 

(8) The use of underlying policies 
should be discontinued if possible 
and in lieu thereof a single policy 
should be issued and in connection 
therewith there should be issued a 
certificate respecting each state. By 
the terms of this certificate the cov- 
erage within the state should be made 
subject to the provisions of the 
standard fire insurance policy of that 
state and countersigned with respect 
to business in that state by a licensed 
resident agent. 


(9) The question of whether or 
not policies shall be audited in the 
respective rating jurisdictions hav- 
ing auditing service, or whether they 
shall be audited by the national or- 
ganization, or whether they shall be 
audited at all, is an administrative 
problem that was not considered by 
this committee. It is one that can 
be solved by the governing commit- 














tee’if this procedure is adopted. 

(10) There is a special problem, 
of no great importance to the whole 
question, respecting those companies 
which have their own rating bureaus. 
It may be quite possible that com- 
panies of this type should be elimi- 
nated from consideration, at least 
for the time being, and that they 
should present on their own behalf 
any particular plan that they may 
individually desire, if it is the opin- 
ion of the insurance commissioners 
that any problem exists with respect 
to their risks of this type. 


(11) The solution of this prob- 
lem will require the participation in 
the proposed organization of sub- 
stantially all of those carriers of all 
types which use the local rating bu- 
reau rates as the basis for their nor- 
mal fire insurance operations. 

e & J 

ROM a legal standpoint, It would 

seem that there can be little 
question of this procedure, except 
with respect to whether or not it 
is lawful to grant to multiple-loca- 
tion risks a schedule of credits based 
upon the number of locations. It may 
be argued that a single property 
stands the same hazard of loss 
whether it be one of twenty risks 
owned by a single proprietor or 
whether it stands alone. The ques- 
tion has been disposed of in most 
states by the established practice of 
granting credits of this type with 
respect to multiple-location risks in- 
sured under reporting forms, whether 
all be located within the state or 
some within and some outside the 
state. The laws prohibiting discrim- 
ination in the rating of risks are 
quite numerous and they are not 
uniform. * * * 

It is appropriate to observe that 
notwithstanding the great number 
and wide variety of these anti-dis- 
crimination laws, there has been little 
or no litigation which will interpret 
these statutes so far as they may 
apply to the working out of rate 
credits which are intended to reflect 
the underwriting conditions applying 
to risks which may come within the 
description of a general classification. 
It is believed that there will be no 
attack upon the application of the 
theory of location credits herein re- 
ferred to, because it is sensible, prac- 
tical, and has been in general vogue 
for many years. 

Some of the reasons for recogni- 
tion of some system of credits ap- 
plying to multiple-location reporting 
form risks are: 

(1) They are normally under owner- 
ship of the better grade. 

(2) Maintenarice and supervisory dis- 
cipline makes for a better loss ratio. 
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(3) Superior record-keeping facilitates 
service, loss adjustments and adminis- 
tration of the business. 


(4) The loss ratio is improved by the 
automatic features of reporting forms 
which either require the insured to pay 
a premium for a high proportion of in- 
surance to value or penalize the in- 
sured if such proportion is not carried. 


(5) As a class, reserve supplies of 
merchandise purchased under normal 
conditions and ready for immediate de- 
livery from another location or from 
a warehouse, are available for quick re- 
placement. This feature has a very im- 
portant bearing on loss adjustments. 
Along the same line, the record-keeping 
methods and large buying power under 
the direction of special personnel have 
an important effect in holding losses 
to a minimum. 

Supplementary to the foregoing, it 
may be borne in mind that whenever 
a classification of risks is recognized 
for special treatment of any kind, the 
record must show that the results in 
this class justify the treatment as 
fair and equitable when weighed upon 
the same considerations that apply 
to the aggregate business of all 
classes. This means that the future 
operation of the program should be 
supported and proven to be fair and 
equitable by statistics, and so_ it 
would be assumed that the experi- 
ence of the companies on risks re- 
ceiving this treatment should be re- 
corded from year to year so that if 
this procedure produces an excessive 
underwriting margin, or if on the 
other hand it doesn’t produce an ade- 
quate income, appropriate adjust- 
ments in the procedure may be made. 

The committee will be glad to con- 
tribute any further suggestions or to 
undertake any other work which the 
National Association of Insurance 
Commissioners feels might be helpful 
in disposing of the problem. 

Respectfully submitted, 

Ivan Escott 

John A. Diemand 

William D. Winter 

Chase M. Smith (Chairman) 


* * e 
Producers’ Advisory 
Committee 
HE Producers’ committee ap- 


pointed from the ranks of stock 
insurance agents to cooperate with 
the Insurance Commissioners’ com- 
mittee on Interstate Rating and AI- 
location of Premiums — made up of 
George W. Carter, Julian Lucas, 
David A. North, and Ralph W. Howe 
— has submitted a report confined 
largely to discussion of workmen’s 
compensation rating plans. It de- 
clares the agents’ committee has 
studied many retrospective rating 
plans offered as a solution to inter- 
state rating problems, and has found 
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them all wanting. It opposes all three 
of the plans offered in the state of 
New York, holding that the various 
expense items are inequitably dis- 
tributed, and are complicated in 
makeup and confusing in administra- 
tion. 

The report contends that many in- 
surance buyers prefer to have insur- 
ance cost for any one year charged 
during that year, others wish to be 
able to terminate completely their 
insurance at the end of one year, 
others want guaranteed cost insur- 
ance because they cost-account all 
overhead to merchandise, and others 
working on a cost-plus-fixed-fee basis 
wish to be able to make an immedi- 
ate insurance charge on every job. 

The report urges that several plans 
be made available: (1) A Guaran- 
teed Cost Plan, which would be the 
standard premium (manual rates 
subject to experience rating), with 
a modification of the expense fac- 
tors in the rate according to the 
size of the risk; (2) A Retrospec- 
tive Rating Plan that would pro- 
vide for no penalty to the buyer 
above manual rates, included in that 
plan to be a gradation of expenses 
both as to company and producer, 
but with the producer’s portion not 
to be carried below the scale as now 
provided for in the New York State 
plan. Such a plan might be called 
“penalty-free retrospective rating”; 
(3) another Retrospective Rating 
Plan, with a penalty for bad experi- 
ence, and with expense factors simi- 
lar to those listed under the previ- 
ously described plan. 

The report suggests that underly- 
ing all three recommendations would 
be an over-all experience rating ap- 
plicable to every state wherein the 
plan was authorized, with the result- 
ant over-all credit or debit to be 
applied to the actual earned premium 
in each state. It is felt that under 
such » plan the premiums would be 
easily allotted to the respective states, 
and proper taxes would be paid 
thereon. 

That under Retrospective Rating 
the insurance companies’ portion of 
the rate should be reduced to the 
same extent as the producers’ por- 
tion of the rate was a contention ad- 
vanced in the report. It stated that 
the stock insurance agents are un- 
alterably opposed to suggestions of 
some insurance company and rating 
bureau representatives that acquisi- 
tion cost be eliminated as a rate 
factor, and that the producers’ com- 
pensation be determined by negotia- 
tion between producer and _ policy- 
holder. It held that such a move 
would revolutionize the economic sys- 
tem of the United States. 
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SITS 
LUMBER MUTUALS 


* 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 














INDIANA LUMBERMENS MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 





LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMENS MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


NATIONWIDE INSURANCE 
Gw1(C€ 


Gale & Stone, Boston—Mutual Insurance Bureau, Philadelphia—Lumbermens Mutual Insurance 





Agency, Inc., Mansfield, Ohio, Pittsburgh, Penna.—Lumbermens & Manufacturers Mutuals, Inc., 
James S. Kemper, Mgr., Chicago, Milwaukee, Minneapolis, Omaha — Associated Mutuals, Inc., 
Atlanta, Ga. — Lumber Mutual Agency, Indianapolis, Memphis, Dallas, Kansas City — The 


Martin General Agency, Seattle, Denver, San Francisco, Los Angeles, Portland, Spokane. 
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FROM 
SWING-SHIFT 


There’s a new spirit in the millions of pur- 
poseful American women who are turning 
their talents to armament production. They’re 
giving up good times and easy jobs to assume 
greater responsibility for the duration. Wher- 
ever they are employed management also 
assumes a greater responsibility; that of train- 
ing them efficiently and teaching them safe 
working habits. 





Cooperation with management in teaching 
workers the ways of safety is the purpose of 
this Company’s Safety Engineering division. 
Its services, which include education of both 
skilled and unskilled employees, as well as 
hazard elimination, are provided Workmen’s 
Compensation policyholders .without charge. 
Now—this prevention service is more impor- 
tant than ever—in addition to its advantages 
of lowering accident volume and insurance 
costs it is protecting the skills of key em- 
ployees who might well be irreplaceable 
because of wartime manpower demands. 


Our Workmen’s Compen- 
sation coverage affords you 
full insurance protection 
and complete accident pre- 
vention cooperation. Inves- 
tigate it before you buy any 
other policy. 
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MICHIGAN MUTUAL LIABILITY COMPANY 


163 Madison Avenue, Detroit, Michigan 


Workmen’s Compensation ° Automobile * General Casualty Insurance 


Non-Assessable 


. Dividend Paying 














BEDLINGTON TERRIER 
Bo. Peep’s Adventurer 


A REAL HELPER IN TIME 
OF NEED... 


The same thing can be said about the Hardware 


and for their friendly and helpful engineering 


Mutuals. For more than a quarter of a century service. Today, more than ever before, many 


these Companies have been known for their just questions arise covering property insurance. Do 
and fair manner in handling losses for their not hesitate to ask us for complete information. 


very substantial dividend savings to policyholders There is no obligation on your part. See or write 


BEDLINGTON TERRIER — An unusual breed, in appear- 
ance somewhat resembling a lamb, but very much a dog. 
Origin a mystery, but probably England, as the name is 
identical with an English mining district. Pedigrees go 
back to 1782. It was developed for hunting rodents, is a ~ e D E R AT FE D KH A R D WA R a M U T U A L S 
lin = ose a pric yin ings 9 Pecaing nd Hardware Dealers Mutual Fire Insurance Company, Home Office, Stevens Point, ptt 
teresting dog and a splendid companion. , Mutual Implement and Hardware Insurance Company, Home Office, O 


HARDWARE MUTUAL CASUALTY COMPANY 


Home Office. Stevens Point, Wisconsin 
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